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INTRODUCTION 

This  bulletin  presents  the  results  of  a  study  of  debt  settlements 
of  37  irrigation  projects  which  had  defaulted  in  payment  of  obli- 
gations, in  addition  to  a  number  of  others  on  which  plans  of  settle- 
ment for  various  reasons  have  not  been  put  into  effect.  The 
organizations  studied  included  both  district  and  private  companies. 
Some  of  the  settlements  considered  were  concluded  or  at  least  initi- 
ated prior  to  the  World  War,  but  operations  on  most  of  them  have 
been  carried  on  wholly  or  partly  at  various  times  during  the  last 
10  years.  Failure  of  districts  in  the  nineties,  and  of  projects  formed 
during  the  later  period  of  exploitation  under  the  Carey  Act,  and 
irrigation  district  development  which  ended  about  1912  or  1913  with 
the  collapse  of  the  irrigation  securities  market,  brought  forth  many 
situations  requiring  debt  adjustments.  Some  of  these  adjustments 
are  still  in  progress. 

The  next  great  increase  in  irrigation  expansion  incident  to  the  war 
boom,  followed  so  suddenly  by  a  protracted  depression  in  agricul- 
ture, resulted  in  a  new  series  of  defaults,  some  of  which  are  in  process 
of  settlement  and  others  are  still  facing  readjustment.  It  is  these 
pending  situations  that  have  called  for  an  analysis  of  methods  by 
which  defaults  have  actually  been  cured  on  other  projects,  and  where 
found  not  curable,  how  the  conditions  responsible   for  them  have 
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been  so  corrected  as  to  put  the  projects  on  paying  bases  with  mini- 
mum losses  of  invested  capital  by  both  creditors  and  landowners. 

In  making  material  of  this  character  available  it  is  clearly  imprac- 
ticable to  publish  much  original  data.  The  records  are  too  volum- 
inous, and  many  details  are  peculiar  to  individual  projects.  The 
bulletin  is  therefore  presented  in  two  parts:  (1)  A  topical  discus- 
sion, designed  to  set  forth  principles  derived  from  the  operation 
of  37  refinancing  or  settlement  plans  in  such  a  way  that  they  can 
be  grasped  without  confusion  caused  by  a  mass  of  accompanying 
details;  (2)  brief  summaries  of  13  typical  settlements,  in  which  all 
details  essential  to  an  understanding  of  the  situation  are  included. 

The  reason  for  including  these  summaries  is  that  specific  situa- 
tions are  often  found  to  be  partly  duplicated  on  other  projects,  and 
the  precedents  set  and  experience  gained  in  any  one  settlement  are 
bound  to.be  valuable  elsewhere;  so  that  brief,  connected  statements 
of  a  limited  number  of  settlements  should  have  a  positive  value  in 
setting  forth  the  conditions  leading  to  the  necessity  of  refinancing, 
measures  taken  to  meet  the  varying  problems  encountered,  and  the 
degree  of  success  attained  in  each  case.  These  13  projects  have 
been  selected  with  a  view  to  avoiding  similarities  of  conditions  or 
treatment. 

The  discussion  in  this  bulletin  treats  only  of  certain  projects  where 
the  original  financing  was  obviously  faulty;  it  does  not  deal  with 
successful  projects,  but  only  with  some  of  the  relatively  few  de- 
faulting ones.  It  has  been  thought  best  to  eliminate  names  of  spe- 
cific projects;  for  while  identification  of  projects  where  refinancing 
has  been  accomplished  should  cause  little  objection,  it  might  con- 
ceivably do  real  harm  to  enterprises  still  in  the  throes  of  rehabilita- 
tion, and  in  any  event  it  is  not  essential  to  the  discussion. 

CONCLUSIONS 

Financial  reorganizations  of  defaulting  irrigation  projects,  to  be 
completely  effective,  must  correct  all  original  causes  of  failure.  Un- 
healed sore  spots  are  fairly  certain  to  cause  further  trouble. 

Prompt  reorganization  is  financially  profitable  to  creditors  and 
landowners  alike,  as  well  as  to  all  other  interests  dependent  upon  the 
stability  and  growth  of  the  community.  The  longer  an  inevitable 
settlement  is  postponed,  the  harder  the  task  of  effecting  it  properly 
and  the  greater  the  loss  to  all  parties  concerned.  Parties  indirectly 
interested  can  benefit  by  taking  the  lead  in  effecting  negotiations  for 
a  settlement  promptly  after  the  first  default. 

Financial  settlements  are  seldom  spontaneous  and  seldom  originate 
with  the  water  users  themselves,  but  usually  require  constant  pushing 
by  creditors  or  by  some  interested  outside  agency.  Maintenance  on 
the  ground  of  an  agent  of  the  creditors  or  promoters  can  be  of  ma- 
terial help  in  negotiations  with  landowners  and  is  practically  indis- 
pensible  in  carrying  out  the  terms  of  settlement. 

The  bondholders'  protective  committee  should  be  given  absolute 
authority  to  carry  through  to  conclusion  such  settlement  as  appears  to 
them  advisable.    The  larger  the  percentage  of  bonds  deposited  with 
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the  committee,  the  easier  it  will  be  to  make  an  effective  adjustment 
with  landowners. 

A  complete  adjustment  requires  liquidating  or  refunding  the  claims 
of  all  creditors.  An  obligation  not  taken  care  of  remains  a  liability 
and  a  menace  so  long  as  not  outlawed,  and  to  the  extent  of  its  rela- 
tive importance  will  interfere  with  the  successful  working  out  of  the 
plan. 

Creditors  who  refuse  to  participate  in  an  adjustment  may  some- 
times secure  full  settlement  at  the  expense  of  consenting  creditors, 
but  in  doing  so  they  endanger  the  chances  of  successful  settlement 
and  may  make  it  impossible  to  satisfy  their  own  claims. 

Creditors  of  a  project  which  has  definitely  defaulted  from  some 
deep-seated  cause  had  best  make  up  their  minds  to  take  a  real  loss. 
In  any  event  they  must  start  out  by  disregarding  the  actual  amount 
of  indebtedness,  and  conclude  by  offering  settlements  based  upon 
annual  payments  which  the  lands  can  stand,  of  such  character  that 
they  will  invite  acceptance  by  landowners.  A  refinancing  plan  that 
ignores  this  is  fatally  weak. 

Cooperation  between  creditors  and  landowners  is  essential  to  the 
successful  working  out  of  refinancing  plans  and  preservation  of  the 
security.  Generally  speaking,  a  settlement  can  not  be  forced  through 
regardless  of  the  attitude  of  landowners,  unless  the  creditors  are 
prepared  to  go  in  and  farm  the  land  themselves  or  can  find  a  ready 
supply  of  new  settlers. 

Projects  inadequately  settled  when  reorganized  must  be  allowed 
ample  funds  to  finance  the  securing  of  new  settlers  and  ample  time 
in  which  to  get  them ;  for  with  certain  outstanding  exceptions,  there 
is  at  present  little  to  encourage  expectation  of  an  immediate  revival 
of  large-scale  colonization  of  irrigation  projects.  Several  reorgani- 
zation plans  in  course  of  execution,  predicated  upon  rapid  influx  of 
settlers,  are  encountering  real  setbacks,  while  others  which  are  draw- 
ing mainly  from  dry-land  farming  centers  are  meeting  with  more 
or  less  success. 

Marketability  of  liquidating  or  refunding  securities  is  an  important 
factor  in  many  refinancing  plans,  inasmuch  as  holders  of  defaulted 
irrigation  securities  generally  prefer  to  take  a  loss  and  get  out 
altogether. than  to  accept  new  securities  of  the  same  project  based 
upon  more  favorable  terms  of  settlement. 

The  blanket-lien  theory  of  many  State  irrigation-district  laws  has 
failed  to  protect  creditors  in  serious  cases  of  default,  but  on  the 
contrary  has  contributed  heavily  to  growing  demoralization  of  land- 
owners. Various  measures  have  been  taken  in  framing  reorganiza- 
tion plans  to  make  liability  for  the  compromised  debt  individual 
instead  of  general,  thus  protecting  paying  landowners  and  giving 
greater  assurance  of  ultimate  repayment  to  creditors. 

Execution  of  debt-settlement  plans  involves  much  expense.  Third 
parties  engaged  in  promoting  such  plans  for  financial  profit,  there- 
fore, can  not  afford  to  guarantee  full  performance  within  a  limited 
time  where  uncertainty  prevails  as  to  such  vital  matters  as  land 
colonization,  markets,  and  psychological  reactions  of  landowners. 
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IRRIGATION-PROJECT  FAILURES 
CAUSES    OF    DEFAULT 

The  principal  reasons  why  the  irrigation  projects  included  in  this 
study  failed  to  meet  their  obligations  were  as  follows : 

(1)  Inadequacy  of  water  supply  for  the  area  included  in  the  ipvo- 

(2)  Inadequacy  of  the  irrigation  system  for  service  of  all  lands 
charged  with  its  cost,  due  mainly  to  difficulties  in  financing  its 
completion  (2,  3,  Jf) . 

(3)  Irrigation  charges,  found  to  be  unbearable  when  added  to 
annual  costs  of  land  and  improvements  and  living  costs,  due  to  over- 
capitalization (6,  7),  inflation  of  costs  by  "cost-plus"  contracts, 
unduly  brief  amortization  periods,  or  "  pyramiding "  of  district 
assessments  in  blanket-liability  States  {11). 

(4)  Heavy  exploitation  and  speculation  in  providing  water  and 
lands  for  settlers,  including  dishonest  construction. 

(5)  Inclusion  in  the  project  of  large  proportions  of  marginal  and 
submarginal  lands  and  areas  unsuited  topographically  (6,  7,  10). 

(6)  Engineering  difficulties  (6,  9),  disaster  to  irrigation  works 
(1),  and  unduly  heavy  maintenance  and  operation  charges  (11). 

(7)  Lack  of  a  properly  devised  and  financed  colonization  plan; 
insufficient  settlement  and  development  of  land  (J,  5,  7,  12,  13)  ;  and 
subsequent  abandonment  of  land  by  settlers  (6,  8,  12,  13). 

(8)  Unfavorable  farming  and  marketing  conditions  (7,  10,  11,13). 

(9)  Water  shortages  in  the  first  few  years  of  the  project's  life, 
resulting  in  initial  crop  failures  and  consequently  failure  to  meet 
obligations  (9). 

(10)  Drainage  troubles  (10). 

(11)  Internal  troubles  (2,  12),  graft,  bad  management  (5),  and 
broken  morale  of  landowners  (2,  7, 10,  11,  12,  13). 

These  specific  reasons  fall  into  four  principal  classes:  (1)  Engi- 
neering mistakes,  which  in  future  development  should  decrease  with 
increasing  technical  knowledge  and  experience;  (2)  exploitation, 
which  the  various  district  and  "  blue-sky  "  laws  are  attempting  to 
guard  against;  (3)  colonization  difficulties;  and  (4)  changes  in  the 
financial  and  economic  situation,  which  can  not  always  be  foreseen 
and  therefore  require  a  large  margin  of  safety. 

Inadequacy  of  the  water  supply  has  been  one  of  the  leading  causes 
of  default,  while  two  of  the  projects  were  wrecked  by  total  failure 
of  their  proposed  sources  of  supply.  Insufficient  colonization  and 
lack  of  means  of  actual  settlers  to  develop  their  holdings  properly, 
resulting  from  failure  of  colonization  plans  or  from  lack  of  properly 
financed  and  executed  plans,  and  inability  of  the  lands  to  carry  the 
charges  imposed  upon  them,  constitute  the  other  major  causes.  Un- 
favorable farming  and  marketing  conditions  accompanying  the 
general  agricultural  depression  following  the  World  War  have  been 
a  source  of  much  trouble  to  going  projects  (10,  11,  13),  and  in  other 
cases  have  been  of  local  influence  because  of  altitude,  distance  from 
markets  (7,  11),  and  unfortunate  crop  specializations  (7). 

2  Italic  numbers  in  parentheses  refer  to  projects  under  "  Typical  settlements,"  beginning 
on  p.  34. 
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These  conditions  depend  more  or  less  upon  each  other.  For  ex- 
ample, overcapitalization  has  resulted  in  some  cases  from  excessive 
promotion  profits ;  in  others  from  overoptimism  on  the  part  of  land- 
owners and  mistaken  judgment  of  investment  bankers  as  to  the  value 
of  lands  when  construction  is  completed;  in  still  others  from  inclu- 
sion of  too  much  unproductive  or  badly  situated  land;  and  again 
from  bad  management  in  carrying  out  development  plans.  In  one 
project  a  vicious  circle  was  created  by  failure  to  complete  the  dis- 
tribution system  with  available  capital  because  of  unexpectedly  heavy 
reservoir  costs,  with  the  result  that  lack  of  water  caused  large  areas 
to  go  delinquent,  which  in  turn  threw  the  project  into  default  and 
ruined  the  market  for  further  bonds  oifered  to  finance  completion  of 
the  distribution  system.  In  certain  cases  abandonment  of  settled 
lands  has  resulted  from  discouragement  over  the  uphill  task  of  mak- 
ing the  lands  pay  constantly  increasing  irrigation  charges,  the  net 
result  being  inability  of  these  projects  to  carry  more  than  a  small 
part  of  their  annual  obligations. 

Discouragement  of  landowners,  intensified  by  pyramiding  of  dis- 
trict assessments  where  the  lien  is  blanket  in  character 3  almost 
inevitably  results  from  troubles  severe  enough  to  cause  the  project 
to  default.  Even  where  such  troubles  do  not  drive  farmers  away 
they  often  prevent  them  from  bringing  much  additional  land  under 
cultivation  or  otherwise  adding  materially  to  improvements  which 
they  feel  may  soon  be  lost  through  tax  sales,  and  it  not  infrequently 
leads  the  wealthier  landowners  to  refuse  to  pay  charges  they  are  well 
able  to  pay  (7,  10,  11,  12).  In  many  States  lack  of  statutory 
authority  to  eject  delinquents  from  the  land  until  long  after  their 
first  failure  to  pay  taxes,  and  uncertainty  in  some  instances  as  to 
the  right  to  refuse  delivery  of  water  for  nonpayment  of  assessments, 
often  permit  delinquents  to  harvest  several  successive  crops  without 
paying  a  cent  on  the  project  indebtedness.  A  defaulting  project 
can  offer  little  inducement  to  prospective  settlers. 

CORRECTING    CAUSES    OF    DEFAULT 

A  financial  reorganization,  to  effect  a  complete  cure,  must  go  to  the 
root  of  the  evil  and  correct  the  basic  causes  of  default.  Measures 
that  fail  to  do  this  leave  the  way  open  to  further  trouble,  even 
though  providing  temporary  relief.  For  example,  one  plan  involv- 
ing payment  of  indebtedness  at  a  heavy  discount  with  the  proceeds 
of  refunding  bonds,  allowed  a  grossly  inadequate  expenditure  for 
making  the  irrigation  system  completely  serviceable.  The  result 
was  that  purchasers  of  the  refunding  bonds  soon  found  themselves 
facing  a  heavy  loss.  In  other  cases  where  the  debt  was  not  reduced 
in  the  first  instance  to  a  figure  that  the  lands  could  stand,  further 
concessions  from  creditors  became  necessary  (£).  Other  plans  that 
promised  much  when  accepted  but  which  were  predicated  upon 
reasonably  rapid  settlement  of  undeveloped  lands,  proved  disappoint- 
ing mainly  because  the  hoped-for  colonization  did  not  materialize 
(7,  12). 

3  Discussed  more  fully  under  "Character  of  district  obligations"  and  "Methods  of 
protecting  paying  landowners  "  below. 
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Change  of  operating  organization  is  occasionally  made  in  connec- 
tion with  a  refinancing  plan,  and  will  be  discussed  in  a  later  section. 
Such  change  is  designed  to  facilitate  or  simplify  the  reorganization 
rather  than  to  correct  a  basic  cause  of  default. 

NEED  FOE  PROMPT  ACTION 

After  a  project  once  defaults,  aside  from  those  temporary  affairs 
that  are  easily  corrected,  the  situation  becomes  worse  and  worse  with 
the  passage  of  time,  so  that  the  longer  an  inevitable  reorganization 
is  postponed  the  harder  it  is  to  effect  it  properly  and  the  greater  is 
the  loss  to  all  parties  concerned.  In  practice  it  is  not  unusual  to 
require  three  years  or  more  to  bring  an  adjustment  to  a  head,  due 
to  leniency  in  district  laws  in  the  matter  of  delinquent-tax  eject- 
ments and  to  difficulties  and  delays  in  lining  up  the  contending 
forces  and  reaching  a  compromise  basis.  In  the  meantime  as  the 
years  go  on  without  apparent  relief  the  morale  of  the  settlers  becomes 
ruined,  they  move  away  or  stand  ready  to  move  at  the  first  sign  of 
pressure  from  creditors,  and  nobody  moves  in.  Instances  can  be 
multiplied  in  which  tax  delinquencies  steadily  mounted  to  such  im- 
possible figures  that  levies  ceased  to  be  made.  No  project  can  develop 
properly  while  its  whole  financial  and  economic  atmosphere  is  un- 
settled, and  this  condition  affects  adversely  all  interests  that  are  in 
any  way  dependent  upon  the  agricultural  growth  of  the  community. 

Landowners  of  projects  which  have  just  begun  to  default  occasion- 
ally advocate  deliberate  nonpayment  of  charges  in  order  to  force 
creditors  to  substantial  reductions  of  indebtedness.  Statutory 
leniency  toward  district  tax  delinquents  lends  aid  to  such  a  course 
and  so  handicaps  creditors  that  the  cost  of  money  to  districts  is 
high.  Beyond  this,  however,  a  policy  of  deliberate  nonpayment  not 
only  reacts  against  the  credit  of  irrigation  projects  in  general,  sound 
as  well  as  unsound,  but  may  prove  an  effective  boomerang  against 
the  project  that  attempts  it  if  refunding  bonds  are  subsequently 
placed  upon  the  market.  It  is  far  better  for  both  creditors  and 
landowners  to  come  out  in  the  open  and  face  the  facts  as  promptly 
as  possible  after  the  first  default;  and  it  is  clearly  to  the  interest 
of  others  indirectly  affected  to  take  positive  measures  in  bringing 
matters  to  a  head.  While  reorganization  of  a  project  unsoundly 
financed  in  the  first  place  almost  invariably  involves  losses  to  all 
parties  directly  concerned,  prompt  action  will  go  far  toward  mini- 
mizing such  losses  and  turning  the  tide  from  a  state  of  increasing 
depression  to  one  of  healthy  growth. 

ADJUSTMENT   OF  FINANCES 

The  point  of  departure  in  placing  a  project's  finances  on  a  sound 
basis  is  a  determination  of  the  productive  value  of  the  lands — the 
ultimate  source  of  income.  Here  is  a  project  which  has  sold  bonds, 
built  an  irrigation  system,  and  then  defaulted  upon  its  obligations ; 
the  lands  obviously  can  not  stand  the  original  charges;  what,  then, 
can  they  stand  after  yielding  the  settlers  their  necessary  living  and 
operation  expenses?  The  answer  in  every  case  merits  a  careful, 
thorough,  impartial  determination,  for  upon  it  must  be  based  the 
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project's  adjusted  payments  to  creditors.  To  approach  the  problem 
from  the  standpoint  of  returning  to  the  bondholders  60  per  cent 
or  any  other  stated  percentage  of  their  investment  is  economically 
unsound,  for  the  amount  of  capital  invested  in  such  an  enterprise  is 
no  criterion  of  its  present  value. 

Creditors  very  naturally  wish  to  effect  a  settlement  upon  the  basis 
most  favorable  to  themselves ;  nevertheless  it  is  useless  to  insist  upon 
$100  payments  from  $50  lands,  and  more  than  one  reorganization 
has  broken  down  on  this  account.  Any  such  mistake  in  the  original 
financing  of  the  project  is  no  argument  for  its  repetition,  on  even 
a  smaller  scale,  in  the  refinancing.  Moreover,  for  the  purpose  of 
securing  the  landowners'  cooperation  in  effecting  the  settlement,  the 
terms  offered  must  be  such  as  to  make  the  settlement  attractive  to 
them.  Specific  cases  may  be  cited  of  increasing  demoralization  and 
depreciation  of  the  security  where  bondholders  and  landowners  have 
stubbornly  refused  to  recede  from  their  positions  (4,  6). 

Determining  what  the  lands  can  afford  to  pay  usually  involves 
studies  of  the  fertility,  crop  adaptability,  and  irrigation  require- 
ments of  soils,  as  well  as  consideration  of  all  available  data  on  farm 
income  and  costs  under  comparable  conditions;  and  necessarily 
requires  the  advice  of  specialists  in  such  subjects.  These  studies 
must  relate  to  the  good  lands  that  have  an  earning  power  and  for 
which  there  is  a  water  supply  and  a  reasonably  certain  expectation 
of  settlers.  Experience  has  shown  the  fallacy  of  placing  too  much 
reliance  upon  anticipated  colonization.  Any  fundamental  change  in 
the  type  of  agriculture  must  be  given  due  consideration.  For 
example,  in  the  reorganization  of  a  project  with  an  original  debt 
based  upon  a  fruit-land  agriculture,  but  in  which  fruit  raising  had 
become  subordinated  to  general  farming  because  of  severe  frosts  and 
unsatisfactory  transportation,  the  creditors  wisely  faced  the  facts 
and  offered  a  settlement  based  upon  the  new  agriculture,  even  though 
it  required  their  taking  a  heavy  loss  (7).  Likewise,  where  indebted- 
ness has  been  incurred  on  a  system  for  which  no  water  is  available 
or  on  which  conditions  clearly  show  further  expenditures  to  be 
unjustified,  the  compromise  figure  can  not  exceed  the  value  of  the 
land  on  a  dry-farming  basis. 

The  foregoing  considerations  apply  with  greatest  force  to  relatively 
new  projects.  Where,  however,  the  lands  have  been  largely  culti- 
vated under  established  practices  for  years  other  measures  may 
suffice ;  one  such  plan,  for  instance,  that  promises  success  being  based 
upon  average  irrigation  tax  collections  on  that  project  over  a  series  of 
years. 

If  when  the  amount  the  lands  can  pay  annually  on  the  project 
debt  has  been  determined,  it  is  found  that  such  amount  can  discharge 
the  original  principal  and  interest  in  full  over  a  term  of  years  longer 
than  that  contemplated  by  the  original  obligation,  so  much  the 
better.  Certain  projects  approaching  insolvency  have  successfully 
refunded  at  par  in  this  way.  But  the  amortization  payments  should 
not  be  unduly  protracted.  Continuous  refunding  in  prosperous, 
well-established  communities  is  not  fundamentally  objectionable  and 
in  many  cases  may  be  good  business  procedure ;  but  in  case  of  a  pro- 
ject struggling  to  get  on  a  paying  basis,  obligations  running  a  life- 
time would  doubtless  appear  crushing  to  existing  landowners  and 
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repellent  to  prospective  settlers,  even  if  attractive  to  the  creditors, 
which  is  doubtful.  A  maximum  repayment  period  of  40  years,  such 
as  that  provided  by  the  1926  law  for  Federal  reclamation  projects,  is 
long  enough,  and  in  some  cases  probably  too  long.  That  portion  of 
the  indebtedness  which  can  not  be  liquidated  within  a  reasonable  time 
must  be  written  off. 

An  amortization  plan,  under  which  total  annual  payments  of 
principal  and  interest  are  so  arranged  as  to  be  approximately  equal 
throughout  the  repayment  period,  is  especially  desirable  for  a  project 
that  has  become  established  and  has  its  earning  capacity  well  defined. 
Conversely,  it  is  not  well  adapted  to  a  new  project  or  to  a  project  only 
slightly  developed,  where  annual  charges  can  more  properly  be 
graduated  to  conform  to  increasing  ability  of  the  lands  to  sustain 
payments. 

A  sound  readjustment  of  payments  may  therefore  be  based  on  the 
following  considerations:  (1)  The  amount  of  money  the  good  lands 
can  pay  over  a  period  of  not  exceeding  30  or  40  years,  (2)  the  land 
actually  settled  or  for  which  settlement  is  reasonably  sure,  and  (3) 
the  financial,  economic,  and  agricultural  changes  affecting  the  pro- 
ject that  have  actually  taken  place  and  others  that  are  clearly  pend- 
ing. A  wide  margin  of  safety  for  still  other  future  changes  not 
yet  obvious  must  be  allowed. 

EEDUCTION  OF  AREA 

An  inadequate  water  supply  generally  leads  to  reduction  of  the 
area  to  be  irrigated,  as  additional  water  supplies  for  the  original  area 
are  seldom  procurable  in  practice  without  heavy  expense,  if  available 
at  all.  Only  one  of  the  projects  under  consideration  had  its  total 
water  supply  increased  when  reorganized,  while  a  large  number 
suffered  reductions  in  area  (£,  ^,  6:  8,  10,  13).  In  the  nature  of 
things,  unirrigable  and  submarginal  or  nonproductive  lands  need 
to  be  eliminated  when  the  new  irrigation  charges  are  fixed.  Exclud- 
ing land  at  the  lower  ends  of  long  ditches  also  aids  in  reducing 
excessive  operation  costs  (6)  ;  and  in  two  pending  reorganizations  it 
is  proposed  to  eliminate  pumping  units  which  have  been  operating 
under  disproportionately  heavy  costs.  The  extent  to  which  reor- 
ganization plans  have  resulted  in  reducing  supposedly  irrigable  areas 
is  a  striking  commentary  upon  the  amount  of  "  padding  "  that  has 
taken  place  in  original  organization  of  projects,  and  upon  the  scant 
attention  so  frequently  paid  to  basing  construction  charges  upon 
areas  capable  of  repaying  them. 

Excluding  land  from  an  irrigation  district  involves  not  only  the 
rights  of  creditors  to  have  their  lien  kept  unimpaired,  but  also  the 
rights  of  landowners  to  receive  water.  The  several  State  laws,  in 
authorizing  exclusions  of  land,  usually  state  in  general  terms  that 
district  obligations  shall  not  be  impaired,  or  provide  specifically  for 
consent  of  bondholders.  From  the  bondholders'  standpoint,  then,  a 
financial  reorganization  carries  with  it  the  consent  of  a  substantial 
majority  of  bondholders  to  the  whole  transaction  and  effectively 
guarantees  the  rights  of  nonconsenting  creditors. 

So  far  as  rights  of  individual  settlers  are  concerned,  the  problem 
largely  solved  itself  in  certain  districts  which  contemplated  inclusion 
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of  large  areas  of  unpatented  public  lands,  by  voluntary  relinquish- 
ments of  title  by  entrymen  when  it  appeared  that  sufficient  water 
would  not  be  available.  Of  more  practical  importance  in  present  and 
future  reorganizations  is  the  fact  that  a  district  which  has  acquired 
full  title  to  lands  sold  for  nonpayment  of  assessments,  and  which 
under  the  laws  of  the  particular  State  has  the  same  rights  to  such 
tracts  as  a  private  purchaser  would  have,  may  thereafter  exclude 
them  from  the  district,  or  its  assignee  may  have  them  excluded  from 
the  lien  decreed  upon  dissolution  of  the  district  (13),  thereby  permit- 
ting their  disposal  as  dry  land. 

Exclusions  of  land  on  which  assessments  have  been  paid,  however, 
are  necessarily  voluntas  on  the  part  of  owners.  In  several  such 
cases,  where  reductions  in  area  proved  necessary,  the  procedure  has 
been  for  the  district  or  successor  company  to  induce  such  owners  to 
exchange  their  holdings  for  other  tracts  held  by  the  district  in  the 
restricted  area,  or  to  buy  them  out  completely,  thereafter  excluding 
the  outlying  lands  from  the  district  (6,  9).  In  another  case  (4) 
specific  releases  of  water  rights  were  obtained  in  consideration  of 
mutual  company  floating  stock  which  could  be  sold  to  landowners  in 
the  area  to  be  served  after  reorganizing.  Again,  by  means  of  reap- 
portionments of  benefits  in  connection  with  refunding  bond  issues 
under  the  Idaho  law  district  lands  not  so  included  are  thereafter 
neither  served  with  water  nor  assessed.  A  Montana  statute  enacted 
in  1923  provided  for  the  determination  of  the  irrigable  areas,  and 
lands  excluded  by  this  means  are  likewise  neither  irrigated  nor 
assessed,  and  assessments  theretofore  paid  on  such  lands  may  be  re- 
funded. As  a  matter  of  fact,  on  more  than  one  project,  owners  of 
undeveloped  land  have  considered  themselves  fortunate  to  receive, 
for  a  relatively  small  consideration,  clearance  from  the  district 
indebtedness,  without  water  rights. 

Reducing  the  capital  stock  of  mutual  irrigation  companies  by  can- 
celing unissued  stock  or  by  buying  back  issued  stock  (-5,  6),  and 
canceling  forfeited  Carey  Act  water-right  contracts  (£),  have  effec- 
tively reduced  areas  to  be  served  wTith  water. 

RECONSTRUCTION    AND    COMPLETION   OF   IRRIGATION    WORKS 

Placing  the  irrigation  system  in  a  thoroughly  serviceable  condition 
is  the  obvious  remedy  for  difficulties  occasioned  by  faulty  or  incom- 
plete works;  but  the  financing  is  often  a  problem.  District  bond  is- 
sues for  purchase  and  rehabilitation  of  bankrupt  private  systems  have 
often  found  ready  markets;  but  refunding  bond  issues  of  defaulting 
projects  make  little  appeal  to  outside  purchasers,  and  new  capital  is 
otherwise  very  difficult  to  obtain  for  such  reorganization  purposes 
except  in  those  rare  cases  where  capital  is  furnished  with  expectation 
of  a  large  profit.  Hence  the  creditors  themselves,  who  naturally  are 
not  eager  to  send  good  money  after  bad,  may  be  the  only  source  from 
which  funds  can  be  obtained,  unless  local  interests  indirectly  con- 
cerned can  be  made  to  see  that  they  will  gain  by  helping  the  reor- 
ganization financially. 

Creditors  faced  with  the  prospect  of  providing  additional  funds 
for  construction  purposes  in  order  to  protect  their  investments  have 
agreed  in  certain  cases  to  forego  collections  for  a  time  in  preference 
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to  making  new  advances.  Instances  can  be  cited  of  contributions  of 
one  or  more  years'  interest  payments;  impounding  part  of  the  pro- 
ceeds of  sale  of  delinquent  certificates  assigned  to  the  creditors  (10) 
and  of  foreclosure  and  resale  of  forfeited  water  rights  (8)  ;  and  pur- 
chase of  new  bonds  and  warrants  by  bondholders,  with  money  received 
from  individual  landowners  in  payment  for  interest  coupons  with 
which  to  pay  interest  assessments  (9).  In  other  cases,  where  the 
project  resources  were  not  sufficiently  developed  to  yield  the  neces- 
sary funds,  or  for  other  local  reasons,  the  bondholders  had  no  alter- 
native but  to  make  additional  loans,  evidenced  by  further  bond  issues 
(6)  or  by  notes  of  the  reorganization  committee  secured  by  existing 
bonds  (3). 

COLONIZATION 

Projects  that  suffer  from  lack  of  settlers  and  from  insufficient  means 
and  poor  character  of  colonists  usually  have  their  settlement  troubles 
intensified  by  ensuing  defaults,  for  informed  prospects  naturally 
have  no  desire  to  risk  everything  in  a  project  where  their  land  may 
be  lost  by  tax  sales  before  they  can  even  get  started.  Delinquent 
lands  in  a  district,  which  in  the  nature  of  things  coincide  extensively 
with  unoccupied  or  unirrigated  lands,  must  be  carried  by  someone, 
such  as  original  owner,  district,  bondholders,  or  outside  reorganiza- 
tion promoter ;  and  while  undeveloped  their  maintenance  and  opera- 
tion charges.  State  and  county  taxes,  and  proportion  of  project  in- 
debtedness constitute  a  burden  that  eats  heavily  into  the  expected 
returns  to  creditors  or  profits  of  the  promoters.  In  a  reorganization, 
therefore,  the  land  problem  receives  considerable  attention,  and  posi- 
tive measures  to  induce  land  settlement  are  the  rule. 

Colonization  programs  that  have  antagonized  those  already  own- 
ing land  and  otherwise  ignored  sound  principles  have  been  failures 
(•5, 12).  A  sound  program  requires  ability,  experience,  and  properly 
balanced  enthusiasm  on  the  part  of  those  in  charge:  funds  for 
financing  the  campaign  in  larger  amounts  than  are  often  thought 
necessary;  and  plenty  of  time.  A  general  discussion  of  land  settle- 
ment has  no  place  in  this  bulletin,  but  it  has  played  such  a  leading 
role  in  irrigation  failures  and  reorganizations  that  too  much  empha- 
sis can  not  be  laid  upon  the  necessity  for  securing  settlers  of  good 
character,  ability,  and  means;  for  pricing  lands  in  such  a  way  that 
they  will  be  attractive  to  purchasers  who  figure  costs  and  returns; 
for  scaling  payments  in  a  way  designed  to  build  up  the  settler's 
equity  in  a  term  of  years  suited  to  the  project  and  the  land;  and  for 
laying  less  stress  upon  the  probable  increase  in  value  of  lands  due 
to  irrigation,  aside  from  the  real  value  put  into  the  land  by  the 
purchaser. 

Prices  of  land  are  often  inflated,  so  that  those  in  charge  of  a  reor- 
ganization may  be  accused  of  ruining  the  local  land  market  if  they 
cut  prices  too  radically.  On  the  other  hand  idle  lands  in  an  irriga- 
tion project  are  a  community  liability  and  if  not  colonized  may 
eventually  have  to  be  carried  by  these  same  landowners  who  object 
to  deflation.  Existing  landowners  as  well  as  creditors  must  take 
a  loss  if  the  reorganization  is  to  succeed ;  but  to  convince  them  of  this 
requires  careful  handling  of  the  situation. 
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Certain  reorganizations  effected  during  or  just  prior  to  the  World 
War  benefited  from  the  ensuing  agricultural  boom  that  brought  in 
heavy  payments  on  refinanced  projects  and  started  them  well  on  their 
way  to  success  (3)  ;  while  those  immediately  following  the  war  were 
caught  in  a  period  of  depression  and  suffered  from  colonization  dis- 
appointments ('/).  In  the  last  few  years  in  certain  sections  of  the 
West,  efforts  to  bring  settlers  to  irrigation  projects  from  far-away 
centers  have  been  meeting  with  considerable  success  (5)  ;  but  on  the 
whole  the  recent  experiences  of  refinanced  projects  in  endeavoring  to 
colonize  or  recolonize  their  vacant  lands  have  been  far  from  en- 
couraging and  clearly  justify  the  conclusion  that  present  reorganiza- 
tion programs  can  not  safely  give  much  weight  to  anticipated  col- 
onization in  fixing  project  repayments  to  creditors.  As  a  general 
rule,  under  recent  economic  tendencies,  the  most  promising  markets 
for  land  sales  in  these  projects  have  been  found  among  the  dry-land 
farmers  of  the  surrounding  country  and  of  neighboring  States 
(8,  12).  * 

VIGOROUS   COLLECTIONS 

Strict  pursuit  of  remedies  against  delinquent  landowners  is  ef- 
fective on  projects  well  settled  or  for  which  new  settlers  are  avail- 
able, where  the  money  is  on  hand  or  can  be  secured  from  individual 
mortgagees,  and  where  assessment  laws  are  sufficiently  stringent. 
But  vigorous  measures  defeat  their  ends  where  they  drive  farmers 
away  and  others  are  not  available  to  take  their  places.  In  other 
words,  such  measures  may  be  entirely  suitable  on  a  project  where  the 
main  trouble  is  that  landowners  and  management  have  become  care- 
less, but  often  they  are  unwarranted  except  as  a  last  resort  where  de- 
faults are  due  to  deep-seated  causes.  Some  projects  can  not  afford 
to  lose  the  farmers  they  now  have  and  must  temporize  with  them, 
pending  a  readjustment.  This  is  not  a  defense  of  delinquencies;  it 
is  simply  the  statement  of  an  unfortunate  fact. 

CHARACTER    OF    DISTRICT    OBLIGATIONS 

Bonds  and  warrants  of  an  irrigation  district  constitute  general  or 
"  blanket "  obligations  in  some  States  and  individual  obligations  in 
others — a  difference  of  great  importance  in  connection  with  project 
failures  and  reorganizations.  In  its  practical  application  the  ques- 
tion is  whether  a  cumulative  levy  can  be  made  in  any  year  to  include 
delinquencies  in  payment  of  assessments  levied  in  previous  years; 
in  other  words,  whether  every  landowner  can  be  held  liable  for  de- 
linquencies of  all  other  landowners.  If  such  cumulative  levies  can 
be  made,  the  landowner's  liability  is  called  general  or  blanket,  and 
if  not,  individual.  Most  of  the  district  statutes  were  not  specific 
on  this  point  when  enacted,  and  some  are  probably  still  open  to  ques- 
tion ;  but  several  have  since  been  changed  to  settle  the  matter,  usually 
in  favor  of  general  liability,  and  some  have  been  interpreted  by  the 
courts.     Several   State  laws   carry   individual   liability   further   by 

*  The  general  problem,  -with  particular  reference  to  California,  is  ably  discussed  in  the 
following  publication  :  Weeks.  D.,  and  West,  C.  H.     The  problem  of  securing  closer 
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Calif.  Agr.  Expt.  Sta.  Bui.  435,  99  pp.,  illus.     1927. 
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providing  for  definite  segregation  of  irrigation-district  obligations 
against  particular  tracts,  with  optional  release  from  further  assess- 
ments upon  pa}Tment  of  the  amounts  so  segregated.5 

The  purpose  of  making  bonds  general  obligations  is  to  protect 
creditors  in  case  of  delinquencies.  The  way  it  works  out  may  be 
summarized  as  follows : 

On  a  going  project  where  delinquencies  are  few  and  temporary, 
the  question  of  general  or  individual  liability  is  of  small  moment. 
Carding  the  matter  a  step  farther,  in  case  of  unusual  delinquencies 
resulting  from  temporary  or  superficial  causes  on  a  project  embrac- 
ing lands  well  settled  and  improved  and  of  fairly  uniform  value, 
the  general  liability  doctrine  has  a  definite  value  in  enabling  the 
district  as  a  whole  to  carry  the  loss  until  back  assessments  can  be 
paid  or  delinquent  lands  foreclosed,  thus  eventually  reimbursing  the 
paying  landowners  and  in  the  meantime  preserving  the  district's 
credit;  whereas  individual  liability  in  such  case  means  temporary 
default  in  payment  of  project  obligations. 

Blanket  liability,  where  put  to  an  extreme  test,  in  cases  where 
most  of  the  land  is  undeveloped  or  defaults  are  due  to  other  deep- 
seated  causes,  defeats  its  ends;  for  abundant  experience  has  shown 
that  constantly  pyramiding  assessments  will  eventually  make  it 
impossible  for  even  the  best  lands  to  continue  paying.  This  is 
exactly  the  situation  on  several  projects  now  facing  readjustment. 
In  such  cases  all  payments  from  landowners  finally  cease,  whereas 
the  more  prosperous  landowners  could  and  would  continue  paying 
were  they  individually  liable.  Furthermore,  a  landowner  assured 
of  individual  liability  has  some  incentive  to  improve  his  property 
and  thus  add  a  reflected  value  to  the  marginal  lands;  whereas  a 
serious  result  of  general  liability  is  the  mental  depression  and  dis- 
couragement which  grow  upon  landowners  who  find  their  assess- 
ments doubled  and  trebled  by  reason  of  failure  of  others  to  pay. 

Individual-obligation  bonds  are  reported  by  dealers  to  be  hard  to 
sell.  Those  engaged  in  financial  settlements,  however,  where  mar- 
ketability of  securities  was  not  a  factor,  have  frequently  recognized 
the  economic  and  psychological  necessity  of  protecting  paying  land- 
owners from  their  neighbors'   defaults,  the   specific   methods   used 

5  Typical  State  situations  are  as  follows :  District  law  interpreted  as  making  obliga- 
tions general  liens  upon  all  district  lands  :  Idaho.  (American  Falls  Reservoir  District 
et  al.  v.  Thrall  et  al.,  39  Idaho  105,  228  Pac.  236.) 

District  law  interpreted  as  contemplating  that  obligations  shall  be  individual :  Colo- 
rado. (Interstate  Trust  Co.  v.  Montezuma  Valley  Irr.  Dist.  et  al.  (No.  9153),  66  Colo. 
219,  181  Pac.  123.)  The  same  law  had  previously  been  interpreted  to  the  contrary  by 
the  Federal  Circuit  Court  of  Appeals,  Eighth  Circuit.  (Norris  et  al.  v.  Montezuma 
Valley  Irr.  Dist.  et  al.,  248  Fed.  369.) 

Statutory  provision  that  "  the  rates  of  levy  as  above  determined  shall  be  increased  15 
per  cent  to  cover  delinquencies  "  construed  to  limit  the  power  to  meet  delinquencies  to  a 
levy  of  15  per  cent:  Utah.  (Nelson  r.  Board  of  Commissioners  of  Davis  County  et  al. 
(No.  4028),  62  Utah  218,  218  Pac.  952.) 

Statute  providing  specifically  that  annual  levies  shall  include  "  a  further  amount 
sufficient  to  cover  any  deficit  that  may  have  resulted  from  delinquent  assessments  for 
any  preceding  year"  approved  by  court:  Washington.  (State  ex  rel.  Clancy  et  al.  v. 
Columbia  Irr.  Dist.  of  Stevens  County  et  al   (No.  16493),  121  Wash.  79,  208  Pac.  27.) 

Alternative  statutes,  one  providing  specifically  for  increasing  assessments  to  take  care 
of  prior  delinquencies  (approved  in  Noble  v,  Yancey,  sheriff  (Kollock,  intervener),  116 
Oreg.  356,  241  Pac.  335)  ;  the  other  (laws  of  1927,  chapter  433,  not  yet  tested  in  court) 
that  districts  electing  to  do  so  may  issue  bonds  based  upon  assessments  from  which  a 
landowner  may  be  released  at  any  time  by  paying  his  share  plus  a  possible  emergency 
fund  assessment  of  50  cents  per  acre  :  Oregon. 

Statutory  provision  that  lands  may  be  released  from  further  tax  levy  for  principal 
and  interest  of  bonds  upon  payment  of  proportion  of  the  debt  in  bonds,  warrants,  or 
cash,  except  that  in  event  of  default  at  maturity  such  lands  may  be  taxed  to  meet  the 
deficiency  :  Arizona. 
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being  discussed  below  under  ''Methods  of  protecting  paying  land- 
owners." A  settlement  that  waives  general  liability  and  gives  each 
landowner  such  protection  goes  far  toward  improving  his  morale 
and  in  fact  toward  making  it  possible  for  him  to  pay  out. 

PARTIES   TO    DEBT   SETTLEMENTS 

Active  parties  to  debt  settlements  or  refinancing  plans  may  be 
grouped  as  follows : 

Creditors  of  the  project,  in  part  or  in  whole;  individual  farm 
mortgagees;  and  holders  of  new  obligations  created  as  a  result  of 
the  plan. 

Debtors,  including  project  organizations;  new  irrigation  organi- 
zations formed  in  pursuance  of  the  refinancing  plan:  and  landowners 
in  cases  where  the  settlement  is  on  an  individual  basis  or  where  their 
consent  is  otherwise  necessary. 

Third  parties,  including  promoters,  public  and  private;  persons 
and  organizations  indirectly  interested ;  depositaries ;  trustees ;  and 
receivers. 

INITIATING    THE    SETTLEMENT 

The  first  move  toward  a  settlement  usually  comes  from  the  bond- 
holders; and  if  they  wait  for  overtures  from  the  landowners  they 
are  apt  to  be  disappointed.  In  only  a  few  of  the  projects  under  con- 
sideration was  the  initiative  taken  by  the  project  directors  or  by 
landowners  interested  in  clearing  their  titles;  although  as  pointed 
out  above,  landowners  would  gain  in  the  long  run  by  joining  in  an 
early  settlement.  There  were  several  reasons  for  their  failure  to  take 
the  first  step,  including  local  inertia;  failure  to  recognize  moral 
responsibilities ;  the  feeling  on  the  part  of  farmers  that  having  them- 
selves taken  heavy  losses,  they  should  give  the  bondholders'  invest- 
ment no  more  consideration  than  their  own ;  and  prevalence  of  more 
or  less  definite  hopes  that  the  bondholders  would  not  take  drastic 
measures  and  that  a  long-delayed  settlement  would  favor  the  debtors. 
Realization  of  a  project's  inability  to  pay  usually  strikes  the  credit- 
ors first ;  for  when  interest  is  not  paid  the  bond  house  that  marketed 
the  bonds  hears  about  it  promptly,  makes  inquiry  as  to  whether  the 
condition  is  permanent,  and,  if  the  situation  proves  to  be  serious, 
calls  the  bondholders'  attention  to  the  necessity  of  organizing  for 
mutual  protection.  Some  landowners  realize  it  clearly  enough,  but 
others  have  to  be  told.  On  the  other  hand,  after  negotiations  have 
been  begun  or  temporary  measures  effected,  landowners  have  some- 
times been  quite  active  in  seeking  further  concessions  or  permanent 
settlements  (9). 

OPPORTUNITY  FOR    HELP   FROM    OTHERS    INDIRECTLY    CONCERNED 

Organizations  financially  interested  in  the  welfare  of  the  com- 
munity and  yet  not  directly  liable  for  project  obligations,  such  as 
agricultural  organizations,  railroads,  manufacturing  plants,  and 
other  business  enterprises,  may  frequently  do  constructive  work 
in  effecting  negotiations  for  a  settlement.  They  are  bound  to  lose 
if  the  project  fails,  for,  as  is  well  known,  the  upward  curve  of  com- 
munity development  halts  at  the  first  default,  and  the  trend  is  down- 
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ward  thereafter  so  long  as  defaults  continue.  There  are  often  oppor- 
tunities to  contribute  financially  towards  settlements  where  such  help 
is  needed  to  insure  success;  particularly  in  those  situations  in  which 
contributions  or  even  temporary  advances  of  cash  are  needed  to 
retire  underlying  encumbrances  against  the  project  or  to  finance 
necessary  construction  work.  Help  of  this  kind  may  well  pay 
dividends. 

Disinterested  or  partly  interested  promoters  in  some  cases  have 
brought  the  parties  together  in  the  first  place  (£,  7)  and  in  others 
have  intervened  with  feasible  plans  of  settlement  after  failure  of 
negotiations  (43  6).  The  motive  of  promoters  has  usually  been  finan- 
cial gain.  However,  one  reorganization  has  been  fostered  by  a  cham- 
ber of  commerce  to  improve  the  standing  of  the  community  and  is 
being  made  to  pay  its  own  way  without  profit  (4),  while  another  was 
financed  and  executed  by  a  sugar  company  primarily  to  increase  the 
tributary  sugar-beet  area  (2).  In  another  instance  an  association  to 
underwrite  loans  in  connection  with  settlement  on  an  individual 
basis  was  formed  at  the  instance  of  five  local  banks  and  other  local 
interests  the  five  bank  presidents  acting  as  the  original  board  of 
directors  (9). 

STATE   AND   FEDERAL    HEEP 

The  Oregon  State  Reclamation  Commission,  pursuant  to  a  law 
passed  in  1927.  has  authority  to  investigate  the  affairs  of  any  irriga- 
tion or  drainage  district  in  cooperation  with  the  State  experiment 
station  and  to  endeavor  to  bring  all  parties  together  for  a  settlement. 
Such  studies  have  actually  been  made  in  cooperation  with  the  station 
and  with  the  Division  of  Agricultural  Engineering  of  the  Bureau  of 
Public  Roads,  United  States  Department  of  Agriculture,  with 
encouraging  results.  The  Washington  Department  of  Conservation 
and  Development  is  engaged  in  refinancing  several  districts  which  it 
originally  financed,  most  of  the  bonds  of  which  were  later  resold  to 
private  parties ;  and  the  Utah  Land  Office  has  refinanced  a  private 
project  to  protect  an  earlier  loan.  The  Colorado  Irrigation  District 
Finance  Commission,  which  functioned  in  1919  and  1920  for  the 
purpose  of  studying  and  reporting  upon  the  district  situation,  took 
an  active  interest  in  adjusting  several  controversies  between  bond- 
holders and  landowners. 

BONDHOLDERS'    PROTECTIVE    COMMITTEES 

Bondholders  of  a  defaulting  irrigation  project  usually  organize 
the  well  known  "  protective  committee."  In  one  instance  a  group  of 
foreign  bondholders  organized  a  corporation,  which  joined  with  other 
bondholders  in  forming  a  committee ;  but  in  the  other  cases  in  which 
corporations  were  employed,  their  only  purpose  has  been  to  provide 
definite  business  organizations  for  taking  over,  operating,  and 
eventually  disposing  of  delinquent  lands  following  or  in  default  of 
debt  settlements  {11,13). 

Organization  of  a  protective  committee  is  usually  initiated  by 
bond  houses  which  disposed  of  the  bonds  or  by  large  holders,  and 
is  perfected  by  deposits  of  enough  bonds  to  warrant  the  committee 
in  proceeding  to  investigate  the  situation  and  to  propose  and  carry 
out  corrective  measures.     Circularizing  bondholders  necessarily  takes 
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time  and  involves  much  advertising  and  correspondence,  particularly 
where  bonds  are  widely  scattered.  Delay  in  organizing  after  interest 
payments  have  ceased  makes  it  increasingly  difficult  to  locate  the 
bonds;  for  some  owners  of  defaulted  securities  become  careless  of 
their  whereabouts,  or  destroy  them  to  prevent  appearance  among 
their  effects  after  death,  or  change  their  residence  without  keeping 
informed  as  to  the  situation.  Prompt  organization  is  therefore 
important. 

The  attitude  of  these  committees  is  sometimes  unfortunate.  Where 
composed  of  people  living  far  from  the  project,  or  with  little  knowl- 
edge of  irrigation  conditions,  there  is  much  opportunity  for  failure 
to  appreciate  the  local  situation  or  to  understand  the  irrigation  farm- 
er's point  of  view,  which  results  in  delays,  increased  expense,  and 
unnecessary  antagonism  on  the  part  of  landowners  (3,  h  6).  This 
was  particularly  the  case  with  some  of  the  earlier  attempts  at  set- 
tlement on  bonds  marketed  east  of  the  Mississippi  River.  On  the 
whole,  while  the  earlier  attitude  has  not  been  outgrown,  the  present 
trend  is  definitely  toward  more  complete  cooperation  with  land- 
owners, doubtless  due  in  part  to  concentration  of  irrigation  security 
markets  in  the  far  West  and  the  resulting  choice  of  committee  mem- 
bers from  irrigation  centers  (10,  12,  13) . 

AGREEMENTS    FOR    DEPOSIT    OF   EOXDS 

Agreements  signed  by  bondholders,  or  participated  in  simply  by 
deposit  of  bonds,  set  out  the  organization,  powers,  and  limitations 
of  the  committee  and  rights  and  responsibilities  of  depositors.  A 
depositary  is  designated,  usually  a  bank  or  trust  company,  which  is 
under  no  liability  except  for  proper  custody  of  deposited  bonds. 
Issuance  of  deposit  certificates  at  least  in  some  States  is  subject  to 
provisions  of  the  blue-sky  laws. 

So  far  as  the  committee's  authority  is  concerned,  these  agreements 
may  be  divided  into  two  general  groups:  (1)  Those  which  give  the 
committee  power  to  effect  temporary  adjustments,  compromise  ac- 
crued unpaid  claims  of  depositors,  and  take  all  other  measures  cal- 
culated to  strengthen  the  financial  position  of  the  project,  but  which 
require  plans  for  complete  reorganization  and  settlement  of  all  debts, 
whether  matured  or  not  and  whether  owing  to  depositors  or  others, 
to  be  submitted  to  depositors  for  prior  approval;  and  (2)  those  which 
give  the  committee  absolute  authority  in  the  first  instance  to  take 
any  steps,  however  radical,  sometimes  with  a  proviso  that  no  action 
may  be  taken  until  a  definite  amount  or  percentage  of  outstanding 
bonds  shall  have  been  deposited.  Agreements  of  the  first  type  are 
useful  chiefly  in  connection  with  projects  of  great  promise,  where 
complete  reorganization  or  change  in  form  of  the  security  appears 
as  a  remote  possibility  and  where  the  creditors  wish  to  hold  a  veto 
over  very  radical  measures.  On  the  other  hand,  bondholders  who 
realize  the  hopelessness  of  a  situation  are  willing  to  give  the  com- 
mittee leave  to  make  what  they  can  of  it.  To  avoid  undue  delay  in 
securing  depositors'  approval  in  the  first-named  case,  it  is  usually 
provided  that  a  copy  of  the  plan  shall  be  mailed  to  each  depositor  and 
shall  be  binding  upon  him  unless  within  30  days,  or  some  such  period, 
he  pays  his  pro  rata  share  of  all  expenses  incurred  to  date  and  with- 
draws from  the  agreement. 
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It  is  widely  recognized  that  irrespective  of  the  method  of  authori- 
zation, the  committee  should  have  absolute  power  to  carry  out  its 
plans  in  any  manner  it  sees  fit.  and  that  this  power  should  extend  to 
final  liquidation  or  consummation  of  agreements  with  landowners. 
The  deposit  agreements  usually  provide  that  the  committee  may 
borrow  money  and  pledge  the  deposited  bonds  in  order  to  carry  out 
its  plans.  This  means,  of  course,  that  bonds  thus  pledged  may  be  lost 
through  foreclosure,  and  that  is  exactly  what  occurred  to  the  deposit- 
ing bondholders  in  one  very  complicated  reorganization  (3).  In  spite 
of  this  contingency,  however,  the  committee  should  have  complete 
control  of  all  deposited  bonds  if  it  is  to  proceed  unhampered. 

POSITION    OF    NONASSENTING    BONDHOLDERS 

Bondholders  who  do  not  join  may  cause  considerable  trouble,  not 
only  through  refusal  to  compromise,  but  because  their  periodically 
recurring  interest  coupons  may  complicate  the  adjustment.  Reorgan- 
ization committees  often  have  difficulty  in  convincing  holdouts  of  the 
necessity  for  a  great  show  of  strength,  and  that  refusal  to  cooperate 
may  endanger  the  chances  of  realizing  upon  the  security.  The 
trouble  is.  of  course,  that  a  selfish  few  who  hold  out  can  sometimes 
claim  full  settlement  at  the  expense  of  those  creditors  who  are  willing 
to  pool  their  resources  for  the  good  of  all  and  who  consent  to  a 
compromise. 

The  strength  of  the  position  of  nonassenting  bondholders  depends 
primarily  upon  the  character  of  irrigation  organization  and  conse- 
quent remedy  in  enforcing  the  lien.  The  remedy  for  holders  of  cor- 
poration bonds  secured  by  mortgage  upon  the  irrigation  works  is 
foreclosure  and  sale,  so  that  the  strength  of  holdouts  will  be  gauged 
by  their  ability  and  inclination  to  outbid  the  organized  majority. 
On  the  other  hand,  the  usual  remedy  of  holders  of  irrigation  district 
bonds  is  enforcement  of  collection  of  assessments  levied  against  the 
land.0  In  those  States,  then,  in  which  the  district  assessment  is  held 
to  be  a  general  lien,  the  position  of  nonassenting  bondholders  is 
stronger  than  where  it  is  an  individual  lien,  inasmuch  as  general- 
obligation  holders  may  compel  an  increase  in  the  annual  levy  to  cover 
deficiencies  irrespective  of  any  agreement  between  the  district  or  the 
landowners  and  a  majority  of  creditors;  whereas  in  an  individual- 
liability  State  creditors  not  fully  paid  must  look  primarily  to  delin- 
quent lands  for  satisfaction. 

The  way  this  actually  works  out  in  a  settlement  made  with  in- 
dividuals in  an  individual-lien  jurisdiction  depends  largely  upon  the 
value  of  lands  not  covered  by  the  compromise  agreement  and  conse- 
quent demand  of  their  owners  for  bonds  and  coupons  to  secure  pro- 
tection in  preference  to  paying  the  full  cash  levies,  and  upon  the 
willingness  and  ability  of  protected  landowners  to  assume  the  unpaid 
obligations  in  order  to  clear  up  the  situation.  Two  examples  will 
illustrate:  (1)  A  settlement  was  engineered  through  a  landowners' 
association,  which,  after  the  acreage  in  the  agreement  had  matched 
the  bonds  controlled  by  the  bondholders'  committee,  had  to  pay  more 
for  outside  bonds  to  cover  lands  coming  in  later,  for  increasing  values 

6  In  addition,  the  Washington  law  gives  bondholders  a  lien  upon  water  rights  and  upon 
the  irrigation  system,  which  may  be  enforced  in  the  same  manner  as  in  foreclosure  of  a 
mortgage. 
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resulting  from  the  settlement  made  it  more  desirable  to  protect  these 
lands  and  led  to  an  increase  in  market  value  of  outside  bonds.  The 
association,  furthermore,  undertook  to  pay  past-due  obligations,  so 
that  eventually  outstanding  bonds  became  worth  par.  (2)  Another 
settlement  was  handled  entirely  by  the  bondholders'  committee,  which 
controlled  a  much  higher  percentage  of  bonds  than  in  the  above  ex- 
ample and  sold  directly  to  landowners  their  proportion  of  all  bonds. 
Surplus  bonds  and  coupons  were  available  for  sale  to  landowners  not 
in  the  agreement,  which  left  outside  bondholders  without  cash  in  the 
treasurer's  hands  (3).  In  other  words,  while  nonassenting  bond- 
holders under  these  conditions  may  eventually  secure  par,  they  run 
the  risk  of  having  only  the  poorer  lands  left  as  their  ultimate 
security. 

Minority  holders  of  original  bonds  who  refuse  to  exchange  for  re- 
funding bonds  seem  to  be  in  a  strong  position  with  reference  to  access 
to  assessment  collections,  whether  the  liability  of  landowners  be  gen- 
eral or  individual. 

PRIORITY    OF   LIENS 

District  laws  of  some  States  provide  that  the  lien  of  assessments 
for  payment  of  bonds  of  any  issue  shall  be  a  preferred  lien  to  that 
of  subsequent  issues ;  others  provide  that  there  shall  be  no  priority  of 
lien  as  between  bond  issues.  In  Oregon,  where  the  State  is  the 
largest  single  creditor  of  several  districts — on  account  of  loans  for 
payment  of  the  first  five  years'  interest  on  district  bonds,  which  loans 
do  not  mature  until  six  months  after  the  due  date  of  the  last  maturing 
serial  bond  on  which  interest  is  thus  advanced — the  question  of 
whether  or  not  the  State's  lien  is  secondary  to  that  of  bondholders  is 
causing  some  controversy,  particularly  as  the  State  reclamation  com- 
mission is  authorized,  by  a  law  passed  in  1927,  to  compromise  such 
indebtedness  and  accept  refunding  bonds  "  on  the  same  terms  as 
such  bonds  are  accepted  by  other  creditors."  7  Priority  of  bonds  of 
private  companies  depend  upon  contractual  provisions  surrounding 
their  issue.  Holders  of  underlying  encumbrances,  such  as  mechanics' 
liens  and  other  liens  against  irrigation  works  and  water  rights,  may 
be  in  position  to  demand  preference  in  settlement  of  claims. 

The  fact  that  creditors  elect  to  stand  upon  their  priorities  may 
be  most  unfortunate  in  its  effect  upon  a  reorganization,  but  as  a 
practical  matter  must  be  recognized  and  dealt  with;  for  unless  all 
creditors  are  willing  to  come  in  on  the  same  basis,  no  workable  pro- 
gram can  be  devised  that  does  not  determine  and  provide  for 
priorities.  It  seems  obvious  that  a  refinancing  plan  that  disregards 
them,  if  the  amounts  involved  are  material,  is  foredoomed  to  failure ; 
yet  the  details  of  one  such  plan  were  nearly  consummated  before  a 
foreclosure  suit  brought  the  irrigators  to  a  realization  of  the 
situation. 

Whether  creditors  can  be  induced  to  waive  priorities  depends 
largely  upon  the  seriousness  of  the  situation  resulting  from  their 

7  Since  this  was  written,  the  1029  legislature  has  passed  a  law  providing  that  the  State 
reclamation  commission  may  release  any  irrigation  district  from  payment  of  the  whole 
or  any  part  of  such  indebtedness  to  the  State,  provided  other  creditors  agree  that  annual 
payments  on  indebtedness  due  them  shall  be  reduced  to  au  amount  which  the  commission 
finds  to  be  within  the  district's  ability  to  pay. 
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refusal  to  cooperate.  In  one  case  underlying:  creditors  were  induced 
to  help  the  reorganization  by  accepting  floating  stock  or  bonds  in 
a  mutual  irrigation  company  formed  to  take  over  the  system,  and 
to  place  the  stock  in  escrow  for  two  years  to  prevent  its  being 
dumped  upon  the  market  {4  ]  ■  But  where  the  security  and  prospects 
of  realizing  upon  it  without  waiving  priorities  or  otherwise  making 
a  sacrifice  are  such  as  to  warrant  underlying  creditors  taking  a  firm 
stand,  their  influence  upon  a  reorganization  may  be  illustrated  by 
quoting  from  a  circular  issued  by  a  committee  chairman  urging 
bondholders  to  subscribe  for  committee  notes  in  order  to  discharge 
such  encumbrances  (S)  : 

The  Conirnittee  can  not  *  *  *  compel  the  holders  of  "  Underlying  Ob- 
ligations '"  to  exchange  for  Trustee's  bonds.  The  holders  of  such  securities 
are  in  a  very  strong  position  and  many  of  them  are  anxious  to  foreclose  and 
take  their  security,  viz..  land  and  water  rights.  Neither  can  the  Committee 
compel  the  holders  of  receiver's  obligations  to  exchange  for  Trustee's  bonds. 
The  court  has  physical  possession  of  all  the  properties  and  will  not,  of  course, 

relinquish    such    ;    ion    until    its    receiver's    obligations    are    satisfied.     In 

other  words,  a  considerable  amount  of  cash  must  be  raised  or  the  reorganization 
plan  must  fail. 

Holders  of  district  warrants  have  often  cooperated  with  bond- 
holders in  one  way  or  another  in  effecting  settlements  (?\  9.  10.  12) 
They  must  of  course  receive  consideration  if  they  do  not  join:  but 
in  most  of  these  reorganizations  the  total  amounts  and  current 
market  prices  of  warrants  have  been  too  low  to  present  serious 
j3roblems. 

EXISTING   FARM   MORTGAGEES 

Participation  of  existing  farm  mortgagees  is  practically  indispensa- 
ble to  -  .-factory  settlement  if.  as  is  so  often  the  ease,  farm  mort- 
gages are  common:  for  a  settlement  by  bondholders  alone,  purporting 
to  be  based  upon  productive  power  of  the  lands  but  ignoring  such 
mortgages,  may  be  wholly  nullified  by  continued  presence  of  heavy 

Lvate  farm  debts.  From  the  mortgagees'  own  standpoint,  their  se- 
curity is  bound  to  be  affected  by  the  outcome  of  a  general  refinancing 
plan,  and  if  the  project  is  a  district  their  lien  is  subordinate  to  the 

-  ssment  lien  and  ::..  y  wiped  out  as  a  result  of  tax  sale.  Conse- 
quently it  behooves  them  to  assist  in  every  way  possible  in  making  the 
reorganization  a  success,  even  to  writing  off  material  portions  of  their 
own  mortgage  principal.  Such  concessions  may  measure  the  differ- 
ence between  success  and  failure  of  the  plan,  and  in  any  event  are  far 
better  for  the  mortgagees  than  the  total  or  almost  total  loss  of  se- 
curity which  may  follow  failure  to  adjust  all  debts  on  a  practicable 

sis. 

LANDOWNERS'    ASSOCIATIONS 

Associations  of  Land  wners  organized  for  mutual  protection  have 
been  of  service  in  providing  exact  information  to  the  community, 
representation  in  dealing  with  creditors,  and  leadership  in  bringing 
the  landowners  into  settlements.  Much  time  and  patience  are  re- 
quired to  convert  landowner-  to  a  settlement,  particularly  if  it  in- 
volve- their  executing  individual  obligations  in  exchange  for  cancel- 
lation of  district  bonds,  for  their  farms  are  everything  to  them.  Con- 
sequently local  organizations,  headed  bv  men  thoroudilv  conversant 


SETTLEMENTS  OE  DEFAULTING  IRRIGATION  ENTERPRISES  19 

with  the  situation  and  in  whom  the  other  landowners  have  confidence, 
can  be  and  have  been  of  material  assistance  in  doing  the  necessary 
missionary  work  and  in  actually  carrying  out  the  settlement   (.£,  9). 

While  some  associations  have  been  very  informal  (tf),  others  have 
had  closely  knit  organizations  (P),  one  of  them  being  a  corporation. 
One  organization  in  particular  that  has  been  eminently  successful — 
an  unincorporated  association  growing  out  of  an  ordinary  land- 
owners' committee — has  acted  as  agent  and  broker  of  subscribing 
landowners  in  effecting  settlements  of  all  district  liabilities  against 
their  lands  at  a  rate  agreed  upon  with  the  bondholders'  committee, 
and  as  agent  for  the  latter  in  collecting  interest  on  deferred  payments. 
Landowners  became  members  by  signing  the  by-laws  and  became 
entitled  to  its  benefits  by  listing  their  lands  and  paying  the  adjusted 
rate  per  acre  in  cash  or  providing  for  its  payment  on  credit,  or  by 
delivering  bonds  equivalent  to  the  full  proportionate  indebtedness. 
The  association  took  up  the  committee's  and  other  bonds  as  funds 
permitted,  and  paid  the  bond-fund  assessments  of  members  with  the 
bonds  and  coupons,  requiring  in  addition  that  their  district-main- 
tenance and  State  and  county  taxes  be  advanced  for  payment.  The 
association  has  been  active  in  protecting  the  credit  of  the  district  and 
has  acquired  lands  at  delinquent  tax  sales  which  it  is  selling  as  oppor- 
tunity affords. 

Landowners'  organizations  are  sometimes  referred  to  as  pools. 
No  case  is  known,  however,  in  which  land  titles  have  been  pooled 
for  purposes  of  settlement.  Such  arrangement  would  require  con- 
veyances of  the  land,  which  would  involve  much  legal  adjustment 
and  would  hardly  be  viewed  favorably  by  a  landowner  inasmuch 
as  it  would  mean  giving  away  his  title.  A  bondholders'  pool  is  a 
simpler  matter,  for  it  only  requires  sending  the  bonds  to  a  bank. 

A  distinction  is  to  be  drawn  between  a  company  or  district  and 
the  water  users  or  landoAvners  acting  collectively,  independently  of 
the  project  organization.  Landowners'  protective  associations  sel- 
dom include  100  per  cent  of  landowners.  The  interests  of  the  asso- 
ciation and  of  the  project  organization  may  be  almost  identical, 
but  must  be  kept  separate  in  any  reorganization  procedure. 

PROMOTERS'    ORGANIZATIONS 

Reorganization  promoters  have  acted  alone  in  some  cases  (7,  8) 
and  through  definite  organizations  in  others.  For  example,  one 
group  in  furthering  a  nonprofit  reorganization  acted  through  a 
committee  (4)  ;  and  in  two  known  cases  corporations  were  formed 
in  which  the  promoters  originally  held  practically  all  of  the  stock 

if'h 

CHARACTER  OF  SETTLEMENTS 
FROM    CREDITORS'    STANDPOINT 

From  the  standpoint  of  a  creditor,  the  main  point  at  issue,  aside 
from  the  amount  of  the  settlement,  is  whether  he  is  to  receive  a 
cash  settlement,  a  straight  refunding  obligation,  or  some  other  evi- 
dence of  indebtedness.  Continued  operation  of  the  irrigation  sys- 
tem may  involve  either  a  refunding  or  a  liquidation  adjustment, 
whereas  in  those  cases  in  which  irrigation  works  are  abandoned  as 
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a  result  of  total  failure  of  the  water  supply  the  only  way  out  is 
complete  liquidation  on  a  dry-land  basis.  Generally  speaking,  if  a 
project  has  been  in  default  for  a  number  of  years,  a  bondholder 
who  feels  badly  stung  will  prefer  to  take  a  relatively  small  cash 
settlement  and  get  out  altogether,  than  to  accept  a  higher  refunding 
obligation  on  a  long-time  basis.  The  project  has  failed  once,  and 
may  fail  again;  and  he  has  a  very  natural  desire  to  be  relieved  of 
any  further  losses.  Furthermore,  refunding  bonds  to  be  exchanged 
at  a  discount  leave  those  original  holders  who  refuse  to  exchange 
in  a  relatively  strong  position.  Consequently,  while  some  of  the 
going  projects  included  in  this  study  induced  their  creditors  to  accept 
refunding  bonds  at  par  or  even  at  a  discount,  in  several  other  cases 
the  bondholders'  committees  refused  to  consider  refunding  bonds  at 
all  (6?) . 

Another  angle  to  the  refunding  question  is  brought  out  in  a  re- 
organization now  under  way,  in  which  objections  of  minority  land- 
owners at  a  time  when  the  bondholders'  committee  was  trying  to 
overcome  local  antagonism  led  the  committee  to  provide  for  cancella- 
tion of  part  of  the  original  bond  issue,  instead  of  refunding  bonds 
to  cover  the  compromised  indebtedness,  as  at  first  contemplated. 
This  change  will  require  the  committee  to  market  the  uncanceled 
bonds  in  order  to  liquidate  and  distribute  the  proceeds  among  the 
depositors,  whereas  the  original  plan  of  exchanging  refunding  bonds 
was  not  dependent  upon  a  market  (10). 

Cash  settlements  often  require  help  from  creditors  in  finding 
markets  for  new  individual  farm  mortgages  or  trust  deeds,  for  in 
the  average  situation  a  landowner  has  no  other  means  of  raising  the 
necessary  cash.  These  mortgages,  to  be  marketable,  must  of  course 
be  well  below  the  appraised  value  of  the  land,  which  in  some  cases 
has  meant  a  heavy  reduction  of  the  project  indebtedness.  They  must 
be  first  mortgages,  which  means  that  existing  first  mortgagees  must 
agree  to  subordinate  their  liens.  In  several  such  reorganizations, 
much  argument  was  required  to  bring  existing  mortgagees  to  this 
point  of  view ;  yet  surprisingly  little  real  difficulty  was  encountered 
on  this  score,  particularly  after  those  who  could  not  be  prevailed 
upon,  suddenly  found  the  lands  in  question  going  to  tax  sale  and 
being  bought  by  the  bondholders'  committee  with  bonds  and  coupons, 
redemption  of  which  required  payment  of  the  full  cash  levy.  Several 
cash  settlements  have  been  effected  by  disposal  of  bonds  of  a  new 
irrigation  organization,  such  as  a  mutual  company  formed  to  replace 
an  irrigation  district  (6)  or  a  district  following  a  land  and  water 
company  (5). 

Acceptance  of  an  aggregate  of  individual  mortgages  or  trust  deeds, 
rather  than  cash,  in  consideration  of  cancellation  of  bonds,  is  gener- 
ally objectionable  to  bondholders,  for  it  means  that  their  organization 
must  be  perpetuated  or  a  trust  created  to  handle  these  securities  and 
liquidate  the  lands  in  case  of  foreclosure,  in  addition  to  postponing 
final  liquidation.  Yet  an  insufficient  market  for  the  mortgages  may 
leave  the  bondholders  no  other  recourse.  In  two  such  cases  they 
accepted  part  cash  and  the  balance  in  mortgages  in  preference  to 
refunding  bonds  and  were  able  to  dispose  of  the  mortgages  later 
after  improvement  in  the  project  situation  had  taken  place  as  a 
result  of  the  refinancing. 
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In  another  instance  the  bondholders  took  certificates  of  participa- 
tory interest  in  a  trust  fund  composed  of  notes  secured  by  trust  deeds, 
and  delinquent  lands  (7)  ;  and  in  still  another  they  arranged  with  a 
promoter's  organization  to  take  and  dispose  of  the  mortgages,  but 
had  to  assume  and  hold  them  later  upon  the  promoter's  financial 
failure.  In  the  two  latter  cases,  to  secure  first  liens,  a  form  of 
acquittance  to  be  signed  by  the  original  mortgagee  in  subordinating 
his  mortgage  to  the  trust  deed  proved  to  have  two  advantages:  (1) 
It  involved  a  minimum  of  expense,  in  that  only  one  recording  fee 
was  necessary,  instead  of  those  involved  in  new  agreements  and  sub- 
stitutions; (2)  it  required  no  new  signatures  except  to  the  new  instru- 
ment given  to  the  trustee,  which  was  important  in  that  certain  mort- 
gagees were  willing  enough  to  take  second  place,  but  did  not  wish 
the  mortgagor  to  know  of  the  transaction,  for  fear  he  might  become 
careless  in  his  payments  to  the  second  mortgagee. 

On  one  of  the  projects  the  face  value  of  the  notes  which  the  trust 
deed  secured  was  based  solely  upon  the  irrigable  acreage  owned  by 
the  grantor,  but  the  trust  deed  covered  his  entire  district  acreage— 
in  order  to  permit  conveyance  of  title  to  the  entire  tract,  to  furnish 
an  added  margin  of  security,  and  to  get  the  benefit  of  improvements, 
located  on  unirrigable  land  but  belonging  properly  to  the  irrigated 
portion. 

The  marketability  of  liquidating  or  refunding  securities  is  an 
important  factor  in  many  refinancing  plans.  It  appears  not  only  in 
the  cases  referred  to  above  in  which  the  bondholders  endeavor  to 
unload  completely  as  a  matter  of  choice,  but  also  where  there  is  no 
alternative  other  than  to  discharge  all  specific  liabilities  against 
property  in  order  to  effect  a  transfer,  and  where  securities  must  be 
marketed  in  order  to  provide  the  necssary  cash.  For  example,  one 
such  plan  was  being  worked  out  at  a  time  when  irrigation  securities 
were  found  to  be  wholly  unmarketable,  and  the  proposal  to  sell 
trustee's  bonds,  which  were  to  be  made  a  first  lien  against  all  assets 
except  the  irrigation  system,  had  to  be  abandoned  in  favor  of  sub- 
scriptions, mainly  by  the  bondholders  themselves,  for  notes  secured 
by  the  trustee's  bonds  and  the  bonds  of  several  involved  districts  (3). 

FROM   LANDOWNERS'   STANDPOINT 

The  most  important  consideration  from  the  landowners'  standpoint 
is  that  the  annual  payments  required  of  them  by  the  settlement  terms 
be  within  the  productive  capacity  of  their  lands.  If  this  is  not 
assured,  it  is  quite  true  that  a  further  loss  will  have  to  be  borne  by 
the  creditors,  present  or  future ;  but  in  the  course  of  the  new  upheaval 
some  of  the  present  landowners  are  bound  to  lose  everything.  Terms 
that  will  necessitate  a  further  settlement,  therefore,  are  apt  to  work 
hardships  both  ways,  and  if  their  effect  is  apparent,  should  not  be 
insisted  upon  by  creditors. 

Except  under  the  most  unusual  circumstances,  cash  settlements 
on  defaulted  irrigation  securities  are  impracticable  without  creation 
of  new  obligations,  either  individual  or  collective;  so  that  so  far  as 
the  landowners  are  concerned  their  indebtedness  is  almost  invariably 
refunded  in  some  form.  Refunding  bonds  of  a  defaulting  project 
are  hard  to  sell,  unless  there  is  a  radical  change  of  organization  (6) 
and  particularly  an  actual  change  of  debtors,  such  as  involved  in  the 
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purchase  of  a  commercial  company's  system  by  a  district  (5)  ;  con- 
sequently in  most  cases  where  creditors  will  not  agree  to  exchange 
of  refunding  bonds  or  notes  the  only  alternative  is  individual 
mortgages. 

Private  mortgages  mature  sooner  than  district  bonds  and  are  there- 
fore less  flexible  in  adjusting  payments  to  a  determined  annual  pro- 
ductive capacity  of  lands,  unless  renewals  rather  than  releases  upon 
maturity  are  admittedly  contemplated,  which  usually  is  not  in  line 
with  the  interests  of  creditors.  On  several  projects  refinanced  through 
individual  mortgages  or  trust  deeds  many  farmers  have  found  them- 
selves carrying  a  heavy  load  (#,  7,  9).  which  has  been  eased  in  some 
cases  by  longer  term  loans  from  land  banks.  On  account  of  unfavor- 
able farming  conditions  and  the  difficulty  of  obtaining  new  settlers, 
bondholders'  committees  which  have  been  carrying  such  mortgages 
have  in  certain  cases  found  it  impolitic  to  foreclose  (7). 

Individual  refinancing,  on  the  other  hand,  has  the  advantage  of 
protecting  landowners  against  their  neighbors'  delinquencies,  an  ad- 
vantage in  which,  however,  landowners  do  not  share  when  bond 
issues  of  districts  are  refunded  in  States  which  have  a  blanket-lien 
provision. 

District  landowners  can  seldom  gain  by  refusing  to  join  an  indi- 
vidual refinancing  plan  to  which  most  of  the  landowners  have 
assented,  and  which  involves  a  discount,  for  in  facing  continued 
levies  there  are  only  three  courses  open  to  them:  (1)  To  pay  the 
levy  in  cash,  which  is  necessarily  higher  than  the  compromised  fig- 
ure; (2)  to  pay  (in  some  States)  with  bonds  and  coupons  bought 
from  holders  not  in  the  pool,  at  prices  which  may  be  lower  than  the 
compromised  figure  but  are  apt  to  be  higher  (see  "  Position  of  non- 
assenting  creditors  ") ;  or  (3)  to  pay  nothing  and  lose  their  lands 
by  tax  sale. 

POINTS  INVOLVED  IN  REFINANCING  PLANS 
DISPOSITION   OF  PRIVATE  CORPORATION  ASSETS 

Assets  of  a  private  irrigation  corporation  may  be  divided  into  two 
groups:  (1)  The  irrigation  system,  water  rights,  and  property  neces- 
sary for  successful  operation — its  permanent  equipment ;  and  (2)  in 
case  of  partly  developed  commercial  projects,  unsold  lands  and  water 
rights  and  contracts  of  sale. 

SYSTEMS    IN    WHICH    SETTLERS    HAVE   ACQUIRED    AN    EQUITY 

Many  projects  have  been  developed  by  commercial  organizations 
selling  water  rights  to  settlers,  either  (1)  in  the  form  of  contracts 
which  are  liens  upon  the  land,  as  in  case  of  Carey  Act  and  other 
types  of  projects;  or  (2)  as  shares  of  stock  in  a  mutual  irrigation 
company  transferred  with  land  when  sold.  In  either  case  the  settlers 
acquire  proportional  rights  in  the  system  and  eventually  become 
entitled  to  control  it,  so  that  operation  by  builders  or,  upon  failure 
and  foreclosure,  by  their  creditors  is  a  temporary  matter.  Two  gen- 
eral methods  of  liquidating  assets  under  these  circumstances  are  as 
follows : 
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(1)  By  creditors,  through  foreclosure  and  sale  of  the  unsold  or  for- 
feited water-right  contracts  and  lands  upon  which  they  are  a  lien, 
leaving  the  landowners  in  control  of  an  unencumbered  system  (8). 

(2)  By  landowners  as  a  community  affair.  To  illustrate:  A  con- 
cern bought  land,  partly  built  an  irrigation  system,  formed  a  mutual 
irrigation  company,  transferred  stock  with  each  tract  of  land  sold, 
and  contracted  to  deliver  the  system  to  the  mutual  company  upon 
completion,  but  failed  and  went  into  a  receivership  before  finishing 
the  system.  The  mutual  company  has  recently  bought  from  the  pur- 
chaser at  receiver's  sale  all  assets  of  the  promotion  company,  includ- 
ing contracts  of  sale  and  unsold  lands  and  water  stock,  as  well  as  an 
assignment  of  the  promotion  company's  indebtedness  except  for  one 
item  for  which  it  is  giving  notes  which  include  advances  for  the  other 
refinancing  purposes. 

SYSTEMS  IN    WHICH    SETTLERS   HAVE  NO  PROPRIETARY  INTEREST 

Settlers  have  no  proprietary  interest  in  projects  which  have  sold 
lands  and  contracted  to  deliver  water  periodically  from  systems  to 
which  the  promotion  company  intends  to  retain  permanent  title.  The 
condition  would  also  exist  on  a  mutual-company  project  lost  to  bond- 
holders on  foreclosure;  no  such  case,  however,  is  included  in  the 
present  study. 

The  purchaser  at  foreclosure  sale  necessarily  assumes  the  company's 
obligations  to  continue  water  deliveries  to  those  entitled  to  receive 
them,  at  rates  fixed  by  contract  or  by  some  public  agency.8  Creditors 
seldom  wish  to  retain  ownership  of  a  bankrupt  system  longer  than  is 
necessary  to  protect  themselves;  so  unless  they  are  fortunate  enough 
to  find  an  outside  purchaser,  which  is  unusual,  their  only  recourse 
is  to  come  to  agreement  with  the  water  users,  inducing  them  either 
to  purchase  the  system  in  installments  based  upon  the  capacity  of  the 
lands,  or  to  form  bonding  organizations  for  immediate  purchase. 
Several  districts  have  been  formed  for  this  purpose,  the  proceeds  of 
sale  being  used  to  pay  off  encumbrances  and  other  reorganization  and 
liquidation  expenses  and  for  partial  distribution  to  creditors  and  the 
unsold  and  forfeited  lands  being  disposed  of  to  complete  the  liquida- 
tion (5). 

CORPORATE   LIABILITIES 

Corporate  liabilities  have  been  discussed  under  the  heading 
"  Position  of  nonassenting  bondholders." 

8  In  Hobbs  v.  Twin  Falls  Co.  et  al.,  24  Idaho  380,  133  Pac.  899,  it  was  stated : 
"  If  this  system  should  be  mortgaged  and  the  improbable  should  occur,  and  the  mortgage 
would  have  to  be  foreclosed  and  the  property  sold  for  the  satisfaction  thereof,  the  pur- 
chaser would  undoubtedly  take  the  entire  property  covered  by  the  mortgage,  which  in 
this  case  would  be  the  canal  system,  dams,  reservoirs,  water  appropriations,  easements, 
and  rights  of  way;  and  while  the  landowners  would  still  have  their  certificates  of  stock 
in  the  canal  company,  the  canal  company  would  have  no  irrigation  system  and  no  water 
for  distribution.  If  the  landowner  should  thereafter  procure  water  from  the  purchaser, 
he  would  be  under  the  necessity  of  paying  such  reasonable  rates  as  might  be  established 
in  conformity  with  law.  In  this  connection  it  should  be  observed  that  a  sale  at  fore- 
closure could  not  deprive  the  landowner,  who  has  once  used  and  applied  the  water  to  his 
lands,  of  his  constitutional  right  under  section  4,  art.  15,  to  continue  to  receive  the 
water  for  his  land  upon  payment  of  reasonable  rates  and  compliance  with  such  equitable 
terms  and  conditions  as  might  be  imposed." 
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DISPOSITION   OF  DELINQUENT  DISTRICT  LANDS 

In  most  States  the  works  of  an  irrigation  district  are  not  avail- 
able to  creditors  through  foreclosure.  The  Washington  law  per- 
mits this  procedure,  but  while  it  has  been  advocated  in  at  least  one 
pending  reorganization,  no  case  is  known  to  the  author  in  which 
it  has  yet  been  carried  through.  As  a  rule  the  principal  negotiable 
assets  of  a  defaulting  district  are  tax-sale  certificates  against  de- 
linquent lands,  of  which  the  total  amounts  involved,  if  levies  have 
been  properly  made  and  enforced,  will  usually  equal  or  exceed  the 
amount  of  defaulted  obligations. 

The  district  itself  may  elect  to  liquidate  these  delinquencies,  either 
by  taking  tax  deeds  and  disposing  of  the  lands  to  private  purchasers 
or  by  making  arrangements  with  landowners  to  buy  bonds  and 
coupons  of  proper  maturities  from  individual  bondholders  to  redeem 
the  lands  (4).  Comprehensive  settlements  with  creditors,  however, 
frequently  involve  assignment  of  tax-sale  certificates  and  delinquent 
taxes  to  creditors  or  promoters,  who  endeavor  to  sell  them  to  the 
landowners  concerned,  and  failing  this,  to  perfect  title  and  colonize 
the  lands  (6',  7,  10,  IS).  In  the  course  of  several  reorganizations, 
bondholders'  committees  or  other  organizations  controlling  the  in- 
debtedness have  used  bonds  and  coupons  to  buy  in  lands  at  delin- 
quent-tax sales. 

The  cost  of  perfecting  title  to  delinquent  lands  is  sometimes  an 
item  of  serious  consideration.  For  instance,  in  a  pending  reorgani- 
zation involving  a  number  of  small  tracts,  the  legal  requirement 
that  each  tract  be  advertised  and  sold  separately  will  run  up  the  cost 
to  such  a  figure  as  to  cause  grave  doubt  as  to  the  economy  of  taking 
title  to  these  tracts. 

ADJUSTMENT  OF  DELINQUENT  DISTRICT  TAXES 

Instead  of  foreclosing  delinquent  taxes  it  is  sometimes  desirable 
to  compromise  them,  where  legally  possible,  by  foregoing  penalties 
and  interest  or  by  reducing  the  face  amount  (Jf).  In  a  few  instances 
it  has  been  considered  politic  to  disregard  past-due  taxes  altogether. 

A  comparison  of  two  situations  is  in  point,  in  one  of  which  all 
tax-sale  certificates  and  delinquent  taxes  were  assigned  to  the  credi- 
tors for  disposal  on  any  terms  they  saw  fit  (13),  and  in  the  other 
delinquents  were  allowed  to  share  in  the  settlement  by  paying  credi- 
tors 50  cents  on  the  dollar  of  unpaid  taxes.  In  the  first  case  con- 
sidered, the  delinquent  lands  were  almost  entirely  uncultivated  and 
the  owners  were  not  disposed  to  redeem  even  under  the  plan  of 
reorganization,  so  that  wholesale  offers  of  compromise  would  have 
accomplished  nothing.  In  the  second,  on  the  contrary,  much  im- 
proved land  was  delinquent,  and  the  50  per  cent  concession  was  a 
real  inducement  to  such  owners  to  settle  up.  The  proposal  in  this 
case  caused  some  dissatisfaction  among  landowners  who  had  paid 
their  taxes  in  full,  particularly  as  it  was  practically  a  general-lia- 
bility settlement  in  an  individual-liability  State;  but  most  people 
were  brought  to  see  that  it  was  the  only  way  out  of  their  financial 
morass,  and  the  few  suits  brought  by  dissatisfied  persons  were  com- 
promised. The  course  to  be  taken  in  any  such  delicate  adjustment 
will  naturally  be  dictated  by  practical  considerations,  with  no  greater 
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deviation   from   strict   impartiality   than   is   required   to   effect   the 
settlement. 

STATE    AND    COUNTY    TAXES 

General  taxes  must  always  be  considered  in  a  plan  of  reorgani- 
zation. Some  States  permit  a  landowner  to  pay  general  taxes  and 
allow  district  taxes  to  go  delinquent ;  others  require  that  they  be  paid 
together;  but  whatever  the  practice,  it  is  the  experience  of  many 
districts  that  delinquent  lands,  particularly  if  uncultivated,  are 
burdened  with  unpaid  general  taxes  as  well,  and  their  accumulation 
may  represent  a  sum  so  large  as  to  discourage  bondholders  from 
acquiring  them.  To  illustrate :  Unpaid  State,  county,  school,  and 
district-maintenance  taxes  in  one  project  when  negotiations  were 
pending  several  years  ago  were  reported  to  average  $10  per  acre  on 
uncultivated  lands,  a  large  percentage  of  which  would  have  to  be 
eliminated  from  the  district  and  sold  as  dry  lands  at  probably  half 
that  figure.  In  other  cases  similar  conditions  have  prevented  drastic 
action  by  bondholders. 

Nevertheless  relief  has  sometimes  been  granted,  several  cases  being 
on  record  in  which  interest  and  penalties  and  even  part  of  the  prin- 
cipal of  unpaid  general  taxes  against  district  lands  have  been 
remitted  in  connection  with  plans  of  settlement  of  district  obliga- 
tions (4).  Not  only  is  this  action  in  the  interest  of  stability  of 
county  agricultural  lands  and  in  some  cases  practically  necessary  to 
the  success  of  the  refinancing  plan,  but  as  a  matter  of  convenience 
in  administration  it  presents  an  opportunity  to  clear  the  tax  records. 
County  officials,  generally  speaking,  are  not  adverse  to  this  procedure 
if  the  reorganization  seems  to  promise  settlement  of  idle  lands  and 
an  early  prospect  that  tax  rolls  will  benefit  accordingly.  Necessarily 
legal  authority  and  procedure  in  effecting  this  vary  in  the  several 
States. 

Lands  to  which  the  county  has  taken  tax  deeds  present  a  similar 
problem.  Here  again  the  authority  of  county  boards  to  sell  these 
lands  below  the  face  value  of  accumulated  taxes  and  the  effect  of 
such  sale  on  unpaid  district  taxes,  depend  upon  State  laws.  So  far 
as  the  county  is  concerned,  there  is  every  incentive  to  cooperate  with 
those  engaged  in  putting  a  district  on  its  feet. 

In  making  settlements  with  individual  landowners,  requirement 
that  all  outstanding  general  taxes  be  paid  is  valuable  not  only  where 
mortgages  are  given  in  protecting  the  mortgagee  from  existence  of 
a  prior  lien,  but  in  any  case  in  clearing  up  a  bad  situation. 

CHANGE   IN   TYPE   OF   IRRIGATION    ORGANIZATION 

It  has  proved  desirable  in  connection  with  some  refinancing  plans 
to  change  the  project  organization.  This  took  place  as  a  matter  of 
course  where  commercial  irrigation  companies  were  foreclosed  by 
creditors  and  turned  over  to  landowners.  But  even  with  irrigation 
districts,  with  no  thought  of  taking  control  from  the  farmers,  changes 
to  the  mutual  corporation  type  have  been  made  in  various  cases  for 
the  following  reasons : 

(1)  To  facilitate  placing  the  liability  of  settlers  on  an  individual 
basis.  Dissolution  of  a  district  is  not  absolutely  essential  to  this,  even 
in  the  general-liability  States ;  but  uncertainty  as  to  the  character  of 
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the  district  obligation,  due  in  one  case  to  conflicting  opinions  of  State 
and  Federal  courts,  caused  the  change  (#,  6). 

(2)  Local  prejudice  against  districts  and  in  favor  of  mutual  com- 
panies, due  to  more  satisfactory  performance  by  the  latter  in  the  gen- 
eral neighborhood  (6). 

(3)  Psychological  effect  upon  the  community  of  making  a  radical 
change  of  organization,  starting  anew  with  a  clean  slate,  and  letting 
the  water  users  know  that  the  old  methods  of  management  are  no 
longer  to  be  followed. 

(4)  Inability  to  dispose  of  further  district  bonds  or  to  raise  funds 
by  direct  assessment  to  complete  the  system,  discharge  underlying 
encumbrances,  and  settle  with  the  bondholders ;  whereas  local  markets 
existed  for  mutual-company  stock  and  holders  of  sufficient  indebted- 
ness to  accomplish  the  purpose  were  willing  to  exchange  for  stock  (4). 

(5)  Impracticability  of  securing  unanimous  consent  of  widely  scat- 
tered bondholders  to  exclusions  of  land ;  it  being  easier  to  dissolve  and 
provide  for  payment  of  bonds  not  reached  (6). 

(6)  Desirability  of  issuing  8  per  cent  bonds,  which  the  district  law 
would  not  permit,  in  order  to  make  the  bonds  more  marketable  and 
to  induce  the  farmers  to  secure  land-bank  loans  at  lower  rates  of  in- 
terest in  order  to  pay  off  the  new  bonds  and  let  the  creditors  out  (6). 

(7)  Difficulty  of  making  prompt  collections  of  district-mainte- 
nance and  operation  assessments,  particularly  on  uncultivated  land. 
It  was  found  that  mutual-company  stockholders  were  willing  to 
sacrifice  everything  rather  than  lose  their  irrigation  stock  for  non- 
payment of  assessments.  This  point  is  more  important  in  a  commu- 
nity while  still  in  the  throes  of  rehabilitation  than  after  it  has  be- 
come well  established. 

(8)  Lack  of  participation  of  district  electors  in  decisions  of  policy 
was  felt  in  one  community  to  be  less  desirable  than  positive"  contacts 
of  mutual-company  stockholders'  meetings;  but  in  two  other  sections, 
where  neighboring  stockholders'  meetings  are  said  to  be  filled  with 
impractical  plans,  it  is  one  of  the  arguments  for  retaining  the  dis- 
trict form  when  the  bonds  are  all  taken  up  (9). 

In  a  recent  district  reorganization  the  landowners  consented  to 
transfer  the  system  to  a  public-utility  irrigation  company,  one  half 
the  stock  of  which  went  to  the  creditors  and  the  other  half  is  held  in 
trust,  without  interest,  for  delivery  to  landowners  when  they  shall 
have  discharged  the  indebtedness.  A  public  utility  was  chosen  for 
two  reasons:  (1)  To  compensate  the  bondholders  for  forgiving  inter- 
est by  giving  them  one-half  ownership  of  the  system  forever;  (2)  to 
protect  the  bondholders  by  giving  them  full  control  of  the  organiza- 
tion while  the  debt  remains  unpaid  (13). 

Some  of  the  State  laws  contain  specific  authorization  for  the  trans- 
fer of  district  property  to  another  organization  in  event  of  dissolu- 
tion. California.  Colorado,  and  Oregon,  for  instance,  provide  that 
a  corporation  may  be  organized  for  such  purpose,  whereas  Idaho 
permits  a  transfer  only  to  a  legally  organized  irrigation  company 
"  operating  only  for  the  benefit  of  its  stockholders."  Similar  au- 
thority in  some  of  the  States,  however,  is  not  so  clear;  and  at  least 
one  proposed  change  was  given  up  because  of  uncertainty  as  to  the 
directors'  power  to  make  a  conveyance  of  water  rights  to  a  corpora- 
tion and  as  to  disposition  of  surplus  water  filings  (7). 
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In  general,  then,  in  case  of  a  proposed  change  of  organization  from 
district  to  private  company,  the  following  questions  may  be  asked 
about  the  dissolution  statute : 

Is  it  entirely  adequate  to  cover  the  particular  case? 

Is  it  too  strict  regarding  payment  of  outstanding  indebtedness; 
that  is,  does  it  require  all  indebtedness  to  be  discharged,  or  does  it 
allow  provision  to  be  made  for  satisfying  indebtedness,  or  does  it 
allow  an  indemnity  bond  to  cover  claims  not  in  the  agreement  % 

Does  it  allow  conveyance  of  all  assets  to  a  private  corporation,  in- 
cluding surplus  water  not  yet  put  to  use  ? 

Does  it  insure  retention  of  the  individual's  water  right  after  dis- 
solution ? 

What  is  the  position  of  nonassenting  landowners  who  are  to  be 
excluded  ? 

DISPOSAL    OF    COMPROMISED    DISTRICT   BONDS 

Where  all  bondholders  and  all  landowners  agree  to  individual  re- 
financing, or  bondholders  and  district  to  exchange  of  refunding 
bonds,  immediate  surrender  and  cancellation  of  existing  bonds  and 
issuance  of  new  obligations  is  the  obvious  procedure.  The  situation 
is  much  more  complicated  where,  as  is  usually  the  case,  all  interested 
individuals  do  not  join,  and  additional  safeguards  become  necessary. 

The  laws  of  certain  States,  notably  California,  Colorado,  and 
Oregon,  in  event  of  dissolution  of  the  district  afford  protection  to 
creditors  against  nonconforming  landowners  by  authorizing  court 
decrees  of  specific  liens  against  all  lands.  Reorganizations  in  the 
first  two  States  have  been  effected  by  cancelling  bonds  and  relying 
upon  these  liens. 

Retention  of  the  district,  however,  may  be  advisable,  either  as  a 
permanent  matter  or  because  some  creditors  are  unwilling  to  com- 
promise and  those  promoting  the  reorganization  are  unwilling  or 
unable  to  furnish  the  guarantees  necessary  to  dissolution.  In  a  New 
Mexico  case  in  which  the  district  was  retained,  all  bonds  were  de- 
livered to  a  trustee  and  cancelled  in  consideration  of  obtaining  trust 
deeds  on  part  of  the  lands  and  tax-sale  certificates  on  the  balance  in 
pursuance  of  a  court  decree;  the  broad  functions  of  New  Mexico 
courts  relating  to  collection  of  delinquent  taxes  making  this  pro- 
cedure possible.  In  several  other  reorganizations,  bonds  in  the  agree- 
ment were  placed  in  the  hands  of  a  trustee  for  use  in  paying  bond- 
fund  taxes  of  landowners  subscribing  to  the  settlement  (3,  ^  9). 

USE  IN   PAYING  BOND-FUND   TAXES 

The  last-named  procedure  involves  several  important  considera- 
tions. In  the  first  place  the  necessity  for  using  it  in  these  cases  arose 
from  the  fact  that  nonconsenting  bondholders  could  compel  continu- 
ance of  levies  to  cover  their  bond  principal  and  interest,  so  that  sub- 
scribing landowners  required  adequate  protection  against  these  levies, 
none  of  the  cases  having  arisen  under  statutes  giving  landowners  the 
right  to  pay  out  their  proportion  of  the  indebtedness  at  any  time. 
Details  of  the  protection  afforded  subscribers  are  discussed  later. 

Tax  collectors  must  have  authority  to  receive  bonds  and  coupons  in 
satisfaction  of  levies.     This  is  granted  by  statutes  of  a  number  of 
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States,  which  usually  provide  in  effect  that  only  bonds  and  coupons 
maturing  in  a  given  "year  niay  be  used  to  pay  bond  and  interest-fund 
taxes  payable  that  year. 

Large  amounts  of  bonds  of  all  maturities  are  essential  to  successful 
functioning  of  the  pool.  Landowners  in  a  number  of  cases  had 
bought  at  reduced  prices  a  few  bonds  totaling  their  proportion  of  the 
debt,  possibly  all  maturing  in  the  same  year,  under  the  impression 
that  they  were  securing  protection.  Of  course  the  only  way  to  use  the 
bonds  effectively  was  to  place  them  in  a  comprehensive  pool,  under 
control  of  a  trustee  or  other  agent,  from  which  bonds  and  coupons  of 
proper  maturities  could  be  abstracted  to  pay  the  total  annual  levies 
upon  all  lands  so  covered.  This  requires  careful  adjustment,  unless 
the  pool  is  very  large.  To  illustrate :  A  project  which  disposed  of 
about  half  its  bond  issue,  consisting  mainly  of  early  and  late  maturi- 
ties, is  being  reorganized  by  local  people — without  organized  cooper- 
ation of  bondholders — by  buying  bonds  from  individual  holders  as 
needed.  As  relatively  few  bonds  of  the  middle  maturities  had  been 
sold,  their  scarcity  has  caused  difficulty  in  securing  enough  bonds  of 
those  maturities  to  protect  fully  the  lands  of  members  from  corre- 
sponding intermediate  levies  (4).  On  another  project  the  five  sepa- 
rate bond  issues  complicated  securing  proper  maturities  (6). 
Whether  adjustments  are  made  by  creditors'  committees  or  by  local 
associations,  landowners  are  invited  to  place  whatever  bonds  they 
own  in  the  pool  at  face  value. 

Pools  of  this  type  organized  by  creditors  are  to  be  declared  opera- 
tive when  holders  of  a  certain  percentage  of  lands  have  signed  up.  in 
order  to  protect  the  bondholders  from  having  to  proceed  if  too  few 
landowners  cooperate  and  to  prod  landowners  into  prompt  action. 
However,  the  committee  is  usually  authorized  to  proceed  if  less  than 
such  percentage  is  reached.  One  such  agreement  was  actually  de- 
clared operative  when  less  than  one-fifth  the  acreage  set  as  the  goal 
had  come  in. 

This  procedure  is  simpler  in  jurisdictions  where  the  individual- 
liability  doctrine  prevails  than  in  those  in  which  assessments  may  be 
increased  to  cover  earlier  defaults.  Nevertheless  there  is  no  reason  to 
think  that  it  could  not  be  adapted  successfully  even  in  the  latter  juris- 
dictions, provided  most  of  the  bonds  are  in,  by  requiring  small  cash 
contributions  or  setting  aside  part  of  landowners'  payments  to  cover 
portions  of  levies  which  must  be  paid  in  cash,  or  by  selling  land- 
owners more  than  their  exact  proportion  of  bonds.  Even  in  Colorado 
and  L^tah,  which  have  been  held  to  be  individual-liability  States  so 
far  as  irrigation-district  bonds  are  concerned,  levies  are  required  to 
be  slightly  increased  to  provide  for  delinquencies ;  and  a  suit  now  pend- 
ing in  the  Colorado  courts  was  brought  by  a  nonassenting  bondholder 
in  connection  with  one  of  these  reorganizations  to  compel  levy  of  an 
extra  15  per  cent.  Bonds  and  lands  can  hardly  be  expected  to  balance 
absolutely  in  the  final  wind-up  in  any  event,  in  view  of  the  usual 
changes  in  assessable  areas  from  year  to  year  resulting  from  errors 
and  changes  in  the  assessment  rolls. 

METHODS   OF  PROTECTING  PAYING  LANDOWNERS 

The  great  advantage  to  the  landowner  of  having  his  original  pro- 
portion of  the  debt  definitely  allocated  to  his  land,  as  discussed 
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under  "Character  of  district  obligations,"  is  that  he  can  not  be 
held  accountable  for  his  neighbor's  delinquencies.  Specific  methods 
employed  in  financial  reorganizations  are  as  follows,  examples  being 
taken  from  irrigation  districts  unless  otherwise  indicated. 

AGREEMENT    TO   RECOGNIZE    LIABILITY    AS    INDIVIDUAL 

In  an  early  Colorado  plan,  while  uncertainty  still  existed  regard- 
ing the  nature  of  the  liability,  a  bondholders'  committee  agreed  to 
institute  a  proceeding  looking  to  a  determination,  and  that  in  event 
of  failure  to  secure  a  decree  of  individual  liability  before  dissolu- 
tion of  the  committee  it  would  stamp  all  bonds  returned  to  deposi- 
tors with  notice  of  an  agreement  waiving  any  claim  to  reassess  any 
fully  assessed  lands  for  the  purpose  of  making  up  deficiencies  caused 
by  delinquencies  (9). 

OPTIONAL    RELEASE    FROM    BOND    ASSESSMENTS 

District  laws  of  several  States  provide  for  segregating  obligations 
and  giving  landowners  the  option  of  paying  out  their  portions  of 
the  debt  so  allotted ;  but  no  cases  have  come  to  the  author's  attention 
in  which  refinancing  plans  have  followed  such  statutes. 

The  same  principle,  however,  was  applied  in  one  reorganization 
to  a  mutual-company  bond  issue  exchanged  for  compromised  district 
bonds,  by  providing  in  the  underlying  mortgage  that  any  stock- 
holder of  the  mutual  company  upon  paying  any  assessment  for 
principal  or  interest  should  not  be  reassessed,  and  upon  paying  his 
full  proportionate  share  of  the  bonds  at  any  time  should  be  relieved 
from  all  further  liability.  When  there  is  sufficient  money  in  the 
trust  fund  to  pay  a  bond,  a  call  is  issued  for  it.  A  large  portion  of 
the  issue  was  retired  in  this  way,  the  landowners  securing  the  money 
through  private  loans  at  lower  rates  of  interest  than  the  bonds 
carried  (6).  As  a  matter  of  fact  the  principal  advantage  to  the 
landowner  of  any  optional  release  from  either  a  district  or  company 
bond  lien,  provided  the  obligation  has  been  segregated,  arises  where 
he  can  individually  secure  better  terms  than  those  carried  by  the 
project  loan. 

INDIVIDUAL    TRUST    DEEDS 

In  the  event  of  an  agreement  to  cancel  an  entire  bond  issue,  indi- 
vidual mortgages  or  deeds  of  trust  have  been  used  to  allocate  the 
proportional  indebtedness,  certificates  of  release  from  the  bond  lien 
being  issued  in  one  case  pending  final  cancellation  of  bonds  (#,  7). 

DECREE   OF    SPECIFIC   LIENS 

Liens  decreed  upon  dissolution  of  a  district,  as  provided  by  laws 
of  some  States,  not  only  protect  creditors  who  surrender  bonds  for 
cancellation,  but  at  the  same  time  protect  paying  landowners  inas- 
much as  the  liens,  at  least  in  those  cases  under  consideration,  are  in- 
dependent of  each  other.  The  creditors'  remedy  in  case  of  default 
on  any  tract  is  to  foreclose  upon  that  tract  only.  Provision  has 
been  made  in  certain  cases  for  release  of  the  lien  upon  payment  of 
the  compromised  indebtedness  or  giving  a  trust  deed  therefor.     In 
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another  instance,  where  the  creditors  accepted  water-company  stock 
as  part  consideration  and  therefore  did  not  contemplate  immediate 
withdrawal  from  the  project,  the  lien  was  made  payable  in  30 
annual  installments  {13).  In  these  several  cases  the  amount  of  the 
lien  was  made  the  same  on  every  acre,  or  upon  every  acre  of  agri- 
cultural land,  and  adjustments  between  landowners  who  had  paid 
taxes  and  those  who  had  not  were  handled  as  indicated  heretofore 
under  "  Adjustment  of  delinquent  district  taxes." 

CERTIFICATES   OF  INTEREST  IN   BOND   POOLS 

Certificates  of  interest  were  issued  in  connection  with  six  of  the 
settlement  plans  under  consideration — where  some  bondholders  were 
holding  out  and  where  it  was  not  feasible  to  dissolve  the  district — 
to  protect  subscribing  landowners  and  make  their  land  titles  market- 
able (<?,  45  9),  It  was  stated  on  the  face  of  each  certificate,  or  in 
a  contract  therein  referred  to,  that  bonds  and  coupons,  furnished  by 
the  landowner  or  by  the  bondholders'  committee  in  pursuance  of 
a  bond-sale  contract,  had  been  deposited  with  a  trustee  or  other  agent 
for  use  in  satisfying  bond-fund  levies  against  the  lands  in  question 
and  that  excess  bonds  in  the  trustee's  hands  should  be  collected  only 
out  of  lands  not  in  the  agreement. 

In  each  case  the  lands  were  described,  and  the  number  of  acres  was 
stated.  Certain  certificates  were  to  attach  to  the  land  and  pass  with 
every  conveyance  in  the  nature  of  a  tax  receipt,  the  landowner  not 
being  named  (3)  ;  others  named  the  beneficiary  and  were  made  assign- 
able (4),  on  one  project  either  with  or  without  the  land,  although 
the  bondholders'  committee  reserved  the  right  to  approve  a  transfer 
to  another  tract.  The  desirability  of  allowing  transfers  to  other 
lands  is  questionable  from  the  bondholders'  standpoint,  inasmuch  as 
their  interest  extends  to  bringing  all  lands  into  the  agreement. 

The  principal  variation  in  the  several  types  of  certificates  lay  in 
the  exact  degree  of  protection  afforded.  In  most  plans  the  landowner 
bought  or  deposited  a  definite  principal  amount  of  bonds  per  acre, 
with  all  unpaid  interest  coupons  attached,  of  which  he  became  or 
remained  the  beneficial  owner,  subject  to  the  provisions  of  the  certifi- 
cate or  accompanying  contract.  The  trustee  was  to  use  these  pooled 
bonds  to  pay  bond-fund  levies  against  the  lands  in  question.  The 
amount  of  bonds  bought  or  deposited  per  acre  was  usually  slightly 
in  excess  of  the  exact  proportion  of  the  outstanding  debt,  based  upon 
current  assessment  rolls,  in  order  to  guard  against  the  effect  of 
unavoidable  changes  in  the  assessed  area  (<f,  4)  J  but  in  none  of  the 
cases  in  point  was  it  as  much  as  15  per  cent  more.  Hence  it  is  pos- 
sible that  if  the  15  per  cent  excess  levy  should  be  enforced  in  any 
instance  the  landowners  may  be  called  upon  to  pay  a  little  more  than 
they  had  counted  on.  The  possibility  of  further  contributions  was 
clearly  stated  in  one  contract,  and  in  any  case  should  be  called  defi- 
nitely to  the  attention  of  subscribing  landowners. 

In  another  settlement  the  certificate  stated  that  the  depositary 
held  bonds  and  coupons  "  sufficient  in  amount  and  of  proper  maturi- 
ties "  to  insure  the  payment  of  both  principal  and  interest  maturing 
in  certain  years  upon  the  lands  described,  and  that  the  bondholders' 
committee,  by  the  use  of  so  many  bonds  and  coupons  as  required, 
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"  shall  discharge  all  district  bond  tax.  principal  and  interest  "  due  in 
those  years  upon  the  lands  certified.  Obviously  this  guaranty  is 
broader  than  those  in  the  cases  previously  considered;  and  in  a 
prospectus  advertising  farm  mortgages  in  the  district  there  were 
published  the  opinions  of  a  number  of  attorneys  that  the  certificates 
gave  complete  protection  from  all  bond  levies  for  those  years.  The 
certificate  issued  in  a  more  recent  reorganization,  based  largely  upon 
the  one  just  mentioned,  included  with  its  assurance  of  sufficient 
amount  and  proper  maturities  of  bonds  a  proviso  that  "  the  taxes 
levied  to  pay  the  principal  of  the  bonds  sold  and  outstanding  shall 
not  exceed  the  sum  of  $40  per  acre,  plus  interest  *  *  *."  The 
estimated  proportional  indebtedness  was  $37.50  per  acre.  From  the 
experience  of  other  districts  it  was  known  that  some  margin  of 
safety  was  necessary,  and  under  these  circumstances  $2.50  per  acre 
was  assumed  sufficient,  the  landowners  to  benefit  by  any  favorable 
balance  upon  completion  of  the  settlement  (.£). 

GUARANTEE    POLICIES    OF    TITLE    INSURANCE 

Guarantee  policies  were  issued  by  a  title-insurance  company  in  con- 
nection with  a  settlement  undertaken  several  years  after  all  bonds 
had  matured.  All  lands  were  presumed  to  be  under  blanket  liability 
on  the  bonds,  and  statutory  authority  did  not  exist  for  using  bonds 
and  coupons  in  payment  of  levies.  Accordingly  the  circumstances 
were  very  different  from  those  in  the  cases  just  considered. 

The  title  company's  protection  consisted  of  (1)  deposit  of  all  bonds 
held  by  the  promotion  corporation,  which  with  those  proved  to  have 
been  destroyed  by  fire  consisted  of  about  96  per  cent  of  the  total;  (2) 
indemnity  fund  provided  by  the  promoters  of  so  much  per  acre 
insured,  based  upon  possibility  of  collection  by  nonassenting  bond- 
holders; and  (3)  covenant  of  indemnity  against  all  losses,  given  by 
the  promotion  corporation  and  joined  in  personally  by  the  promoters 
as  sureties. 

Each  landowner  upon  making  individual  settlement  was  issued  a 
policy  guaranteeing  protection  against  any  assessment  or  other  pro- 
ceeding to  enforce  the  bonded  indebtedness  of  the  district  against 
his  lands  as  described  in  the  policy.  As  all  landowners  did  not  buy 
policies,  an  assessment  was  levied  upon  the  bond  judgments  held  by 
the  promoters  against  all  lands  in  the  district,  and  the  promoters  pro- 
tected the  polic}diolders  by  directing  the  tax  collector  to  enter  pay- 
ment of  assessments  on  lands  so  covered  and  by  receipting  payment  of 
such  assessments  to  him  (1). 

IN    GENERAL 

An  agreement  to  recognize  district  landowners'  liability  as  indi- 
vidual, in  a  general-liability  State,  can  not  bind  a  nonassenting  cred- 
itor, whatever  its  effect  upon  action  by  bondholders  so  contracting. 
Optional  releases  from  district-bond  assessments  are  necessarily  lim- 
ited to  jurisdictions  in  which  statutes  permit  them;  and,  while  appar- 
ently quite  effective,  they  <are  not  known  to  have  been  used  in  any 
plan  of  reorganization.  The  same  provision  in  case  of  stock  assess- 
ments to  pay  mutual-company  bonds,  while  used  in  but  few  known 
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cases,  would  seem  to  allow  of  a  wide  application;  particularly  as 
holders  of  bonds  not  called  for  payment  as  a  result  of  individual 
releases  still  have  their  unimpaired  lien  upon  the  irrigation  system. 
If  all  creditors  assent  to  the  settlement,  individual  trust  deeds  and 
decreed  liens  are  equally  effective  in  assuring  allocation  of  propor- 
tional indebtedness,  although  specific  authority  for  the  latter  exists 
in  some  States  only.  If  all  creditors  do  not  assent,  bond  pools  and 
accompanying  certificates  of  interest,  under  statutes  authorizing  use  of 
bonds  and  coupons  in  paying  district-bond  levies,  are  effective  in  indi- 
vidual-lien States  pending  final  maturity  of  all  bonds,  and  if  most 
of  the  bonds  are  deposited  would  seem  almost  equally  well  adapted 
to  general-lien  States.  Guarantee  policies  of  title  insurance,  which 
necessarily  depend  upon  control  of  most  of  the  bonds,  were  effective 
in  the  one  case  in  which  they  are  knoAvn  to  have  been  used. 

PROMOTION    OF    REFINANCING    PLANS 

Every  plan  of  refinancing  requires  active,  energetic  pushing  or 
promotion  by  some  person  or  organization.  No  such  scheme  is 
spontaneous.  It  is  in  the  nature  of  things  a  heroic  measure  and 
implies  a  condition  requiring  constant  treatment.  Consequently, 
some  one  in  authority,  familiar  with  local  conditions  and  enjoying 
the  confidence  of  local  people,  must  stay  on  the  ground  or  be  in 
position  to  get  there  at  a  moment's  notice,  not  only  to  follow  the 
moves  of  landowners  while  negotiations  are  pending  and  to  endeavor 
to  check  them  tactfully  if  they  appear  to  lead  in  the  wrong  direction 
but  to  work  out  the  thing  honestly  and  economically  to  the  best  ad- 
vantage of  both  creditors  and  landowners  both  before  and  after  an 
agreement  is  reached.  Development  and  execution  of  a  plan  of  re- 
habilitation of  a  run-down,  defaulting  project,  with  necessary  read- 
justments of  irrigable  areas  and  the  multitude  of  details  involved,  is 
usually  a  complicated,  technical  matter  that  can  not  be  handled  to 
advantage  from  a  distance. 

EXPENSE  OF  SETTLEMENT 

Aside  from  writing  off  a  portion  of  the  indebtedness,  the  expense 
involved  in  carrying  through  a  financial  settlement  is  very  great. 
Money  must  be  spent  in  getting  the  bondholders  to  agree  on  a  course 
jf  action ;  fees  of  attorneys ;  litigation ;  fees  of  depositary ;  campaign- 
ing among  the  landowners  and  reducing  opposition ;  economic,  agri- 
cultural, and  engineering  studies;  compensation  and  traveling  ex- 
penses of  committee  members;  and  salaries  and  expenses  of  agents 
actively  engaged  upon  the  details.  These  expenses  usually  devolve 
apon  the  promoters,  who  in  most  cases  are  the  creditors,  and  are 
payable  or  deductible  from  the  proceeds  of  the  settlement,  for,  un- 
less contributions  are  made  by  outside  parties,  a  refinancing  plan 
based  upon  the  productive  capacity  of  the  land  leaves  no  other 
source. 

Some  of  the  deposit  agreements  provide  that  depositors  sljall  be 
under  no  personal  liability  for  cash  advances,  but  that  only  the  de- 
posited securities  and  other  assets  in  the  hands  of  the  committee 
may  be  looked  to,  while  others  require  cash  subscriptions  or  permit 
maximum  assessments  of  5  or  10  per  cent  of  the  par  value  of  se- 
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curities  deposited.  Reorganization  committees  are  usually  closely 
associated  with  some  bank  to  which  they  can  look  for  cash  advances. 
Prohibiting  assessments  against  depositors  is  especially  valuable  as 
an  inducement  to  bondholders  to  come  into  the  agreement  in  a  case 
where  the  securities  have  depreciated  in  value  to  such  a  point  that 
individual  bondholders  are  unwilling  to  advance  more  money. 

PROMOTERS'    PROFITS 

Consideration  of  the  eight  or  nine  known  instances  in  which  out- 
side parties  undertook  promotion  of  irrigation-debt  settlements,  for 
the  sole  or  partial  purpose  of  financial  gain,  indicates  the  precarious- 
ness  of  such  undertakings.  While  exact  figures  on  such  matters  are 
hard  to  get,  it  is  certain  that  large  profits  were  made  in  not  more  than 
three  of  these  cases;  and  further,  that  in  two  of  these  three,  heavy 
net  losses  were  narrowly  averted  at  one  or  more  stages  of  the  pro- 
cedure, while  in  the  third  later  developments  indicate  possibility  that 
much  of  the  accrued  profit  may  yet  be  lost.  In  other  instances  the 
net  profits  or  losses  were  apparently  small,  while  in  several  the  losses 
are  known  to  have  been  heavy. 

The  risk  involved  in  an  undertaking  of  this  character  should  be 
obvious.  The  consideration  for  allowing  an  outside  promoter  to 
profit  by  such  transactions,  beyond  his  own  personal  compensation 
and  overhead,  is  that  he  assume  the  heavy  settlement  expenses  and 
profit  only  by  the  successful  working  out  of  the  plan.  The  following 
are  concrete  examples : 

(1)  Promoters  bought  in  practically  all  bonds  at  varying  prices 
and  offered  settlements  to  landowners  at  an  aggregate  figure  which 
was  about  half  the  amount  of  unpaid  principal  and  interest,  but 
which  was  well  above  all  estimated  expenditures.  Unexpected  litiga- 
tion over  legality  of  the  bonds,  even  though  resulting  favorably  to 
the  promoters,  wiped  out  much  of  or  all  the  expected  profit  (1). 

(2)  Promoters  who  secured  options  on  outstanding  bonds  and  con- 
tracted to  take  them  up  and  to  advance  money  for  rehabilitation  of 
the  system  and  who  in  turn  were  to  receive  cash  or  deferred  pay- 
ments of  subscribing  landowners,  half  the  delinquent  taxes  on  such 
lands,  and  title  to  all  lands  not  brought  under  settlement  agreements, 
were  caught  by  the  agricultural  depression  following  the  war,  were 
unable  to  market  the  farm  mortgages,  and  finally  assigned  all  assets 
to  the  bondholders'  committee  and  went  out  of  business. 

(3)  A  profit  is  understood  to  have  been  made  by  a  group  of  men 
who  undertook  to  sell  certificates  of  interest  in  a  bond  pool  to  land- 
owners and  to  turn  over  to  bondholders  the  full  proceeds  of  sales 
on  a  certain  acreage,  partial  proceeds  on  an  additional  area,  and  to 
retain  the  proceeds  of  further  sales;  the  settlement  getting  a  favor- 
able start  during  boom  times. 

From  the  standpoint  of  a  promoter  a  large  margin  of  safety  is 
required  to  cover  any  guaranty  of  complete  performance  without 
financial  aid  from  creditors  or  basing  of  expected  profits  upon  com- 
plete performance.  There  is  always  more  or  less  failure  of  plans  to 
mature  perfectly  in  even  the  smoothest  of  these  adjustments,  as  well 
as  the  unlooked-for  developments  that  eat  up  the  salvage. 
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OUTLAWED    CLAIMS 

Outlawed  claims  are  a  matter  of  serious  consideration  in  long- 
delayed  settlements.  The  California  dissolution  statute  provides 
specifically  that  in  winding  up  the  affairs  of  any  district  it  shall  be 
unnecessary  to  pay  any  obligation  for  the  enforcement  of  which  suit 
is  barred  by  the  statute  of  limitations.  Several  settlements  in  old 
districts  in  that  State  were  facilitated  by  the  outlawing  of  much  of 
their  indebtedness:  while  in  at  least  two  settlements  long-outlawed 
warrants  were  voluntarily  paid  in  full  or  at  a  discount.  Necessarily 
the  conditions  under  which  bonds  and  other  obligations  of  a  district 
or  private  company  become  barred  vary  in  the  several  States. 

TYPICAL    SETTLEMENTS 
PROJECT    NO.    1 

An  irrigation  district,  including  some  40.000  acres,  issued  bonds  to  the  extent 
of  $500,000  and  built  an  irrigation  system,  but  found  the  water  supply  wholly 
inadequate  and  lost  the  dam  in  a  freshet.  No  further  work  was  done,  and  the 
system  was  abandoned.  Interest  on  the  bonds  was  paid  by  the  landowners 
for  about  rive  years,  but  principal  payments  were  never  begun.  Eventually 
some  men  who  were  interested  in  lands  within  the  district  on  which  they  wished 
the  titles  cleared  and  who  saw  an  opportunity  to  make  a  profit,  organized 
a  corporation,  of  which  they  retained  most  of  the  common  stock,  for  the  purpose 
of  securing  the  bonds  and  offering  a  settlement. 

This  corporation  bought  some  bonds  for  cash  and  exchanged  preferred  stock 
for  others,  and  eventually  secured  most  of  the  issue.  An  agreement  was  then 
executed  with  a  title  insurance  company  for  issuance  of  guarantee  policies  of 
title  insurance  to  landowners  who  would  pay  §11  per  acre  for  clearance  from 
the  bond  lien,  or  at  the  rate  of  SS  cents  on  the  dollar  of  bond  principal  only 
Policies  were  sold  on  a  large  percentage  of  the  lands,  and  as  money  came  in 
the  preferred  stock  was  retired.  Opposition  from  influential  landowners  brought 
litigation  and  delayed  the  settlement :  but  eventually  an  assessment  was  se- 
cured, and  lands  on  which  policies  had  not  been  issued  or  the  assessment  paid 
were  bought  in  at  tax  sale,  the  bonds  cancelled  or  outlawed,  and  the  district 
dissolved. 

This  plan  succeeded  in  settling  the  district  indebtedness  and  clearing  the 
land  titles ;  but  from  the  promoters'  standpoint  it  was  disappointing  in  the 
unlooked-for  trouble  and  added  expense  caused  by  local  opposition. 

PROJECT    NO.    2 

An  irrigation  district  including  about  31,000  acres,  with  bond  issues  aggre- 
gating $531,100  at  the  time  of  financial  settlement,  functioned  for  several  years 
before  inadequacy  of  the  system  for  the  included  area,  aggravated  by  internal 
dissensions,  caused  the  beginning  of  a  long  series  of  defaults.  A  sugar  company 
operating  in  the  neighborhood,  by  agreement  with  the  directors  of  the  district, 
bought  up  the  widely  scattered  bonds  at  prices  ranging  from  25  to  75  cents 
on  the  dollar  of  principal  and  accrued  interest,  averaging  about  33  cents  on 
the  dollar,  and  advanced  money  to  rebuild  the  system  completely  for  an  area 
of  13,000  acres.  In  consideration  of  these  advances  and  for  cancellation  of  the 
bond  issues,  mortgages  of  $60  per  acre  were  taken  by  the  sugar  company  on 
this  area,  and  payments  of  $1.50  to  $4.50  per  acre  accepted  from  owners  of 
remaining  lands  excluded  from  the  district.  The  district  was  then  dissolved. 
and  its  assets  were  transferred  to  a  mutual  company  in  which  each  acre  was 
entitled  to  one  share  of  stock. 

Work  nor  contemplated  by  the  agreement  subsequently  became  necessary,  for 
which  the  mutual  company  gave  the  sugar  company  $279,100  of  its  bonds  and 
later  a  note  for  $100,000,  secured  by  first  and  second  mortgages,  respectively, 
on  the  system.  The  ensuing  agricultural  depression  left  the  farmers  in  such 
bad  shape  that  some  were  unable  to  pay  even  current  operation  charges  and 
taxes.  The  interest  of  the  sugar  company  lay  in  keeping  the  lands  in  production 
rather  than  in  driving  farmers  away ;  so  a  decision  was  made  to  refinance  the 
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project  again  at  an  obviously  heavy  loss.  Careful  appraisals  were  made  of  all 
lands  to  determine  their  productive  value,  taking  physical,  economic,  and 
human  factors  into  consideration ;  the  canal  company's  obligations  were  can- 
celed ;  and  new  settlements  offered  at  varying  rates  per  acre,  based  upon  the 
appraisals.  The  cooperation  of  land  banks  and  other  lenders  was  secured  in 
financing  most  of  the  settlements  and  letting  the  sugar  company  out,  and  the 
other  tracts  were  either  deeded  voluntarily  to  the  sugar  company  or  foreclosed. 
The  final  result  of  this  plan  is  that  the  farmers  now  on  the  ground  have  a  first- 
class  irrigation  system,  unencumbered,  for  which  they  are  individually  indebted 
for  amounts  adjudged  by  appraisers  to  be  within  the  productive  power  of  their 
lands.  The  creditors  took  losses,  some  very  heavy ;  and  some  landowners  lost 
everything.  Bondholders  undoubtedly  fared  better  than  they  would  have  done 
had  there  been  no  interested  party  willing  to  promote  the  settlement.  Rehabili- 
tation was  undertaken  at  inflated  prices.  The  mistake  of  basing  the  settlement 
with  landowners  upon  such  prices,  rather  than  upon  productive  values  over  a 
series  of  years,  necessitated  a  second  refinancing  upon  a  sounder  basis. 

PROJECT    NO.    3 

A  construction  company  contracted  to  build  a  mutual-irrigation  company's 
system  covering  about  100,000  acres  and  to  take  in  exchange  all  its  capital 
stock  and  in  addition  a  mortgage  on  the  system  for  $1,500,000 ;  it  also  under- 
took to  finance  the  deal  by  selling  this  stock  (which,  of  course,  carried  water 
rights)  and  accepting  for  deferred  payments  water-purchase  contracts  secured 
by  mortgages  on  the  purchasers'  lands  to  be  irrigated,  which  with  the  mutual- 
company  mortgage  were  made  collateral  security  for  its  own  bond  issue  of 
about  $1,306,000.  As  many  such  contracts  could  not  be  made  first  mortgages, 
and  as  the  stock  did  not  sell  as  readily  as  had  been  expected,  irrigation  dis- 
tricts covering  part  of  the  area  were  organized  to  secure  prior  liens  and  to  issue 
bonds  aggregating  $3,090,000  to  provide  further  construction  funds;  the  dis- 
tricts accepting  mutual-company  stock  in  exchange.  This  necessitated  addi- 
tional extensions  and  obligations  for  additional  water  rights.  As  the  construc- 
tion company  was  also  heavily  involved  in  land  deals  and  unable  to  meet  its 
obligations,  a  receiver  was  appointed  before  the  completion  of  the  construc- 
tion, which  was  eventually  accomplished  through  sale  of  about  one-third  of 
the  mutual-company  stock  to  another  district  in  return  for  bonds  disposed  of 
abroad. 

By  the  time  the  work  was  completed  it  became  apparent  that  a  complete 
reorganization  would  be  required  before  settlers  could  be  attracted  to  a  project 
now  more  than  doubled  in  area,  particularly  as  valuable  lands  and  water  rights 
had  been  only  partly  paid  for  and  were  in  danger  of  being  lost  through  fore- 
closure. Accordingly  the  committee  controlling  deposited  bonds  of  the  con- 
struction company  and  the  three  districts  involved  in  the  early  financing  devised 
a  plan,  approved  by  the  court  in  receivership  proceedings,  by  which  all  assets 
except  the  irrigation  system,  comprising  mainly  lands  and  mutual-company 
stock,  were  to  be  transferred  to  a  trustee,  which  should  issue  (1)  not  to  exceed 
$2,650,000  of  bonds,  a  first  lien  on  the  assets,  in  order  to  pay  reorganization 
expenses  and  to  acquire  all  underlying  obligations  and  receiver's  certificates; 
(2)  class  A  participation  certificates  aggregating  some  $2,750,000,  a  second  lien 
on  the  assets,  in  exchange  for  construction-company  bonds  and  mechanics'-lien 
claims;  and  (3)  class  B  participation  certificates,  totaling  about  $1,000,000,  a 
third  lien,  in  exchange  for  unsecured  indebtedness ;  the  purpose  being  to  enable 
conveyance  of  the  irrigation  system  to  the  mutual  company  free  of  encumbrances. 
The  plan  provided  further  for  deferring  payment  of  past-due  coupons  of  dis- 
trict bonds  until  final  maturity  of  the  bonds. 

There  was  no  market  for  irrigation  securities  at  that  time,  and  the  trustee's 
bonds  could  not  be  sold ;  so  the  bondholders'  committee  issued  its  5-year  notes, 
secured  by  trustee's  bonds  and  by  all  deposited  district  bonds,  and  sold  them 
mainly  to  existing  bondholders  for  enough  to  complete  the  reorganization. 
However,  settlement  of  land  proceeded  slowly,  and  income  from  sale  of  land 
and  water  rights  by  the  trustee  was  insufficient  to  meet  the  notes ;  so  the  note- 
holders in  turn  formed  a  protective  committee  and  acquired  the  trustee's  bonds 
and  district  bonds  at  collateral  sale.  As  interest  on  the  district  bonds  had 
been  defaulted,  these  new  bondholders  now  offered  settlements  to  individual 
landowners  at  prices  ranging  in  the  several  districts  from  67  to  84  cents  on 
the  dollar  of  principal,  with  some  unpaid  interest  coupons  included,  payable 
in  cash  or  part  cash  and  balance  secured  by  trust  deeds,  the  bonds  being  pooled 
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for  payment  of  tax  levies.  The  farming  sitnarion  had  improved,  and  people 
were  coming  in.  some  farmers  from  other  irrigated  sections  investing  here 
partly  as  a  side  issue,  so  that  the  settlements  met  with  considerable  success. 
At  about  the  same  time  the  committee  controlling  deposited  bonds  of  the  last 
district  in  this  group,  which  had  also  defaulted,  offered  settlements  through 
the  medium  of  outside  promoters  at  prices  which  varied  slightly  but  averaged 
something  over  30  cents  on  the  dollar,  the  district  area  being  reduced  about 
70  per  cent. 

Still  later,  to  increase  the  proportional  water  supply  for  developed  lands 
and  lands  on  sale  by  the  trustee,  improve  the  financial  condition  of  the  project, 
and  thereby  better  the  sale  of  assets  in  the  trustee's  hands,  the  trustee  and  this 
fourth  district  agreed  to  sell  back  to  the  mutual  company  for  cancellation,  at 
10  per  cent  of  the  original  selling  price,  about  43  per  cent  of  its  capital  stock. 
The  mutual  company  authorized  an  issue  of  S1.CkjO.000  of  bonds  for  retiring 
this  stock,  refunding  outstanding  indebtedness,  and  raising  funds  for  repairs 
and  improvements,  the  noteholders'  protective  committee  agreeing  to  subscribe 
for  at  least  $125,000  worth  of  bonds  for  the  last-named  purpose:  the  deed  of 
trust  providing  that  under  certain  conditions  $500,000  worth  of  additional  bonds 
might  be  issued.  Some  $592,000  of  bonds  are  now  outstanding,  after  retirement 
of  portions  of  the  original  issue :  and  indications  are  that  $200,000  or  more  of 
the  additional  authorization  will  be  issued  in  the  near  future.  To  manage  the 
company  during  the  life  of  the  bonds,  a  voting  trust  was  created,  consisting  in 
main  of  representatives  of  the  trustee,  the  noteholders,  and  the  district  partici- 
pating in  the  stock-retirement  agreement,  and  the  receiver  was  dismissed. 

This  complicated  reorganization  has  included  a  series  of  losses  by  practically 
all  early  creditors  except  those  in  preferred  positions.  The  first  plan  accom- 
plished its  purpose  of  liquidating  indebtedness  of  the  construction  company  and 
making  the  mutual-company  stock  valuable,  and  probably  saved  the  project  from 
compiete  disaster  :  but  necessarily  relegated  junior  creditors  to  assets  which 
moved  slowly  and  resulted  in  loss  of  deposited  district  bonds  to  their  holders. 
At  the  present  time,  liquidation  of  district  bonds  is  approaching  completion; 
the  mutual  company  is  a  going  concern,  delivering  water  to  approximately 
00  acres,  with  a  present  or  immediately  prospective  bonded  debt  of  less  than 
$10  per  acre:  some  assets  in  the  trustee's  hands  have  yet  to  be  realized  upon: 
and  noteholders  have  received  something  on  their  securities.  Whether  there 
will  be  sufficient  salvage  to  pay  the  trustee's  bonds  in  full,  and  to  pay  anything 
to  holders  of  participation  certificates,  remains  to  be  seen.  Original  troubles  of 
this  project  were  due  first  to  difficulties  in  completely  financing  the  project,  and 
when  that  had  been  accomplished,  to  lack  of  settlers.  Continued  acuteness  of 
the  colonization  problem  defeated  full  realization  of  the  first  refinancing  plan  : 
while  later  improvement  in  both  colonization  and  agricultural  situations  went 
tar  toward  insuring  success  of  the  district-debt  settlements. 

PROJECT    NO.    4 

An  irrigation  district  designed  to  cover  about  125. 000  acres  had  issued 
slightly  more  than  half  its  bonds  for  construction  work  when  further  sale  of 
bonds  and  much  of  the  work  in  progress  were  halted  by  the  institution  of  a 
suit  involving  title  to  a  material  portion  of  the  proposed  water  supply.  Final 
decree  limited  the  district  to  a  small  percentage  of  the  water,  but  in  the  mean- 
time other  rights  had  been  acquired  sufficient  to  bring  the  estimated  irrigable 
area  to  35,000  acres  or  more.  Inability  to  hold  public-land  entrymen  caused 
reduction  in  assessed  area  to  about  73.500  acres  ultimately  liable  for  82.727.500 
of  bonds  and  many  years  of  defaulted  interest.  There  was  also  $195,500 
worth  of  underlying  bonds  outstanding  against  certain  works  acquired  by  the 
district  as  integral  parts  of  the  system,  with  a  larger  total  amount  of  mechanics' 
liens  on  which  foreclosure  proceedings  were  started  and  which  were  joined  in 
by  trustees  of  the  underlying  bond  mortgage.  The  committee  formed  to  protect 
sited  district  bonds  negotiated  with  the  landowners  from  time  to  time 
but  could  come  to  no  agreement :  and  finally  as  the  bonds  began  to  mature 
and  unpaid  levies  resulted  in  probably  95  per  cent  of  the  lands  going  to  the 
district  on  tax  sales,  a  nonprofit  plan  of  reorganization  was  worked  out  at  the 
instance  of  a  local  civic  body  and  other  interests,  without  cooperation  of  the 
bondholders'  protective  committee. 

The  plan  involved  (li  creation  of  a  mutual  irrigation  company:  (2)  transfer 
to  it.  free  of  encumbrances,  of  the  irrigation  system,  on  which  sufficient  work 
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had  been  done  to  enable  delivery  of  water  to  a  small  area;  (3)  gradual 
extinguishment  of  the  district  bond  lien;  and  (4)  ultimate  dissolution  of  the 
district 

The  mutual  company  exchanged  its  own  capital  stock  or  bonds  for  assign- 
ment of  all  underlying  bonds  and  mechanics'-lien  claims,  and  obtained  a  fore- 
closure title  by  carrying  these  claims  through  court,  obtaining  judgment,  and 
bidding  in  the  property  with  the  claims  at  sheriff's  sale.  The  company  then 
issued  additional  stock  to  the  district,  to  be  held  in  trust  for  landowners,  in 
return  for  a  deed  to  the  system,  thus  acquiring  complete  title ;  and  issued  still 
more  stock  to  complete  the  system  at  the  upper  end  of  the  district  to  capacity 
of  the  water  supply.  A  so-called  bondholders'  committee  was  organized  to 
receive  and  pool  bonds  from  landowners,  adjust  them  to  proper  maturities, 
and  pay  bond  levies  on  participating  lands. 

To  acquire  mutual-company  stock  held  in  trust  for  him,  a  landowner  must 
present  to  the  district  a  certificate  showing  that  he  has  deposited  bonds  with 
the  committee  at  the  rate  of  $40  per  acre,  a  release  of  all  water  rights  perti- 
nent to  the  land  by  reason  of  inclusion  in  the  district,  and  an  abstractor's  cer- 
tificate or  attorney's  opinion  that  applicant  is  the  legal  owner  of  the  land  free 
of  unpaid  taxes.  To  help  along  the  settlement  the  county  remitted  interest 
and  penalties  on  unpaid  general  taxes  and  the  district  on  unpaid  maintenance 
assessments.  Land-ownership  certificates  were  required  primarily  to  prevent 
bondholders  from  depositing  bonds  and  securing  monopoly  of  mutual-company 
stock  without  first  perfecting  title  to  the  land,  inasmuch  as  the  project's  salva- 
tion lies  in  getting  the  stock  into  hands  of  actual  landowners  at  prices  they  can 
afford  to  pay. 

The  way  this  works  out  in  case  of  an  owner  of,  say,  160  acres  is  as  follows : 
With  the  committee's  help  he  buys  and  deposits  13  bonds  having  a  total  par 
value  of  $6,500,  of  which  he  needs  $6,400  for  protection,  paying  at  the  current 
market  price  of  15  cents  on  the  dollar,  or  $975,  and  selling  the  excess  $100  par 
value  to  the  pool  for  $15,  making  a  net  cost  of  $960.  He  is  required  to  pay 
the  committee  a  fee  of  50  cents  per  acre  (to  cover  expenses  and  to  provide  a 
small  revolving  fund  for  purchase  of  bonds  to  fill  gaps  in  maturities),  totaling 
$S0,  and  he  pays  $3  for  the  abstractor's  certificate,  which  brings  the  total  net 
cost  to  $1,043,  or  $6.52  per  acre.  For  this  he  receives  15.416  shares  of  mutual- 
company  stock — sufficient  to  irrigate  38.54  acres  at  the  rate  of  1  share  to  2.5 
acres — with  a  presumptive  value  of  $100  per  share,  or  $1,541.60,  or  $9,635  per 
acre  of  his  quarter  section. 

If  his  land  is  located  in  the  lower  part  of  the  district  where  the  stock  can 
not  be  used  without  prohibitive  expense  in  building  a  long  distributing  lateral, 
it  is  presumed  that  he  will  sell  the  stock  to  upper  landowners  within  practicable 
reach  of  the  main  canal  system,  who  in  their  turn  will  need  more  stock  to  be 
able  to  irrigate  the  difference  between  38.54  and  160  acres.  What  the  market 
price  of  stock  will  settle  down  to,  and  whether  that  of  district  bonds  will 
remain  at  15,  remain  to  be  seen ;  but  on  the  basis  of  the  above  figures  a  land- 
owner will  clearly  profit  by  making  the  settlement,  even  aside  from  the  great 
value  of  redeeming  and  securing  a  marketable  title  to  his  land. 

More  than  one-third  of  the  lands  have  been  redeemed  from  tax  sale  under 
this  plan.  The  mutual  company  is  delivering  water  to  a  small  acreage  and 
has  sold  stock  for  construction  work ;  and  landowners  are  forming  lateral-ditch 
companies  for  lateral  construction.  The  plan  has  already  gone  far  toward 
straightening  out  a  deplorable  situation.  Complete  success  from  the  local 
standpoint  will  depend  upon  continued  ability  to  buy  bonds  at  low  prices  for 
clearance  of  lands,  which  seems  likely,  and  upon  sufficiently  rapkl  development 
in  the  upper  part  of  the  district  to  maintain  a  high  market  price  for  mutual- 
company  stock  and  thus  prevent  its  sale  by  either  landowners  or  creditors  at 
prices  which  will  seriously  hamper  the  company  in  doing  needed  construction 
work.  If  such  development  is  not  hastened  by  the  advent  of  new  people. 
lower  landowners  for  their  own  protection  will  have  to  move  up,  effecting 
exchanges  of  land  if  not  of  stock. 

A  genuine  source  of  weakness  has  been  lack  of  cooperation  between  land- 
owners and  bondholders.  Irrespective  of  blame  for  this  condition,  it  has  been 
a  seriously  retarding  influence.  It  would  be  far  better  for  all  concerned  if 
arrangements  had  been  entered  into  for  making  bonds  available  for  the  pool 
as  needed  at  agreed  rates,  and  looking  to  ultimate  disposal  of  lands  still  delin- 
quent after  the  bonds  shall  have  finally  matured. 
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PROJECT   NO.   5 

In  developing  a  40,000-acre  project  three  corporations  were  employed:  (1) 
A  land  company,  which  purchased  land  for  subdivision  and  sale;  (2)  an  irri- 
gation company,  designed  to  build  a  system  and  sell  water  perpetually  to  these 
lands  and  others ;  and  (3)  a  town-site  company.  The  irrigation  company 
issued  some  $4,589,000  worth  of  bonds,  all  of  which  were  owned  by  the  land 
company  and  were  subject  to  a  mortgage  given  by  the  land  company  to  secure 
a  bond  issue  of  $7,744,000,  sold  mainly  in  Europe,  the  proceeds  of  which, 
together  with  a  later  issue  of  $1,000,000  worth  of  notes,  were  used  in  purchas- 
ing land  and  building  the  irrigation  system. 

Faulty  colonization  methods  were  mainly  responsible  for  failure  to  create  an 
income  for  paying  interest  and  led  to  receivership  of  land  and  irrigation  com- 
panies. After  several  years  of  receivership,  protracted  largely  on  account  of 
the  difficulty  of  getting  European  creditors  together  during  the  war,  the  bond- 
holders' committee  agreed  with  American  bankers  upon  a  plan  of  reorganiza- 
tion, approved  by  the  court,  involving  the  creation  of  an  irrigation  district  for 
purchase  of  the  irrigation  system,  and  a  "  Massachusetts  trust,"  in  which  the 
depositing  creditors  took  participation  certificates  for  acquiring  and  liquidating 
all  other  assets.  Accordingly  the  properties  were  bid  in  at  foreclosure  sale  by 
the  trustees  for  an  amount  sufficient  to  pay  other  claims,  aggregating  about 
$1,000,000,  to  get  the  property  out  of  court;  and  the  irrigation  system  was 
sold  to  the  district  for  $1,779,000  worth  of  bonds,  the  balance  of  a  total 
$2,500,000  issue  being  used  to  finance  completion  of  the  distribution  system  in 
units.  The  trustees  were  thus  left  with  the  unsold  farm  and  town-site  prop- 
erties and  some  $779,000  in  cash  with  which  to  finance  liquidation,  out  of 
which  they  were  required  to  set  aside  a  fund  for  paying  district  and  other 
taxes  upon  the  lands  in  question. 

The  original  failure  of  this  project  was  due  to  lack  of  colonization,  inability 
to  sell  water  to  developed  lands  within  reach  of  the  system,  and  errors  of 
business  judgment.  The  trustees  organized  a  vigorous  land-selling  campaign 
designed  to  locate  settlers  of  proper  type  and  financial  means  and  have  brought 
the  farmed  area  to  8,000  acres.  Recently  it  has  been  reported  that  an  organi- 
zation with  successful  experience  elsewhere  has  acquired  the  properties,  with 
a  view  to  colonizing  the  project. 

PROJECT    NO.    6 

An  irrigation  district  sold  several  bond  issues  aggregating  $800,000  to  take 
over  and  extend  an  existing  canal  and  build  storage  works  to  cover  19.000 
acres.  There  were  several  fatal  defects,  including  inadequacy  of  water  supply ; 
heavy  cost  of  construction ;  certain  defects  in  the  storage  reservoir ;  shoestring 
character  of  lands  to  be  served,  with  resulting  high  operation  cost  and  low  duty 
of  water ;  and  high  prices  charged  for  some  of  the  lands.  Interest  was  paid  for 
several  years,  but  with  the  increasing  burden  caused  by  maturing  early  bond 
issues  defaults  began ;  and  eventually  the  only  tax-paying  lands  were  some 
5,000  acres  on  which  owners  were  paying  assessments  with  bonds  and  coupons 
bought  by  their  committee  from  individual  holders  at  varying  prices,  some  at 
50  cents  on  the  dollar  and  less. 

Protracted  negotiations  between  bondholders'  and  landowners'  committees 
brought  no  results.  Finally  a  third  party  came  in  with  a  proposition  to 
dissolve  the  district  and  transfer  the  system  to  a  mutual  company  operating 
on  a  reduced  area  of  10,000  acres,  later  reduced  still  further,  one  share  to  the 
acre;  secure  and  deliver  for  cancellation  all  outstanding  indebtedness,  the 
principal  of  which  then  totaled  some  $685,000,  and  take  in  exchange  $150,000 
in  bonds  of  the  mutual  company  plus  all  tax  certificates  on  delinquent  lands, 
which  then  totaled  14,000  acres;  and  purchase  additional  mutual-company 
bonds  up  to  $50,000  for  needed  improvements ;  bonds  to  be  secured  by  a  mortgage 
upon  the  system  providing  that  any  stockholder  might  pay  out  his  proportion 
of  indebtedness  at  any  time. 

The  improvement  bonds  actually  issued  totaled  $30,000.  Prior  to  the  decree 
of  dissolution  between  2,000  and  3,000  acres  of  delinquent  land  were  redeemed. 
Subsequently  in  order  to  shorten  the  ditch,  reduce  operation  and  replacement 
expenses,  and  increase  the  water  supply  for  already  irrigated  lands,  the 
company  issued  $34,500  bonds  to  retire  1,380  shares  of  stock  attached  to  out- 
lying lands,  thus  reducing  the  project  to  appreciably  less  than  half  its  original 
size.     These  several  bond  issues  were  reduced  by  redemptions  to  an  aggregate 
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of  $113,000,  which  amount  was  recently  taken  up  in  a  first  and  refunding  issue 
of  $143,000,  which  also  provided  funds  for  other  purposes. 

This  project  suffered  from  the  fact  that  10  years  elapsed  between  first 
defaults  and  reorganization.  Many  landowners  abandoned  their  holdings,  titles 
of  course  remained  unmarketable,  and  creditors  received  appreciably  less  than 
if  they  had  compromised  at  an  earlier  date  what  was  obviously  an  unduly 
heavy  indebtedness.  A  weak  feature  of  the  reorganization  is  that  options  were 
not  secured  on  all  bonds,  with  the  result  that  the  project  is  now  involved  in 
litigation  over  settlement  of  those  not  taken  up.  The  refinancing  plan  cut 
away  much  dead  timber  and  has  already  placed  the  system  on  a  much  sounder 
physical  and  financial  basis,  and  its  eventual  success  awaits  the  outcome  of 
controversies  over  these  uncanceled  bonds. 

PROJECT    NO.    7 

A  community  ditch  was  incorporated  in  order  to  issue  bonds  to  the  extent  of 
$175,000  to  finance  construction  work  found  by  members  to  be  more  than  they 
could  handle  solely  with  their  own  labor.  About  the  time  the  water  was  made 
available,  the,  bonds  began  to  mature,  and  the  ditch  heading  was  destroyed 
by  a  flood.  An  irrigation  district  was  formed  to  issue  $250,000  worth  of  bonds 
to  take  up  the  defaulted  mutual-company  bonds  and  rebuild  the  heading.  The 
project  included  5,500  acres,  of  which  2,100  acres  were  unpatented  or  lay  above 
the  ditch.  For  six  or  seven  years  little  interest  was  paid  on  district  bonds, 
for  several  reasons:  (1)  Overcapitalization,  caused  by  inflated  values  and  heavy 
selling  discounts  on  bonds  and  by  practical  elimination  of  a  third  of  the  acreage ; 
(2)  insufficient  settlement  of  land;  (3)  insufficient  means  of  actual  settlers; 
(4)  local  resentment  at  presumably  blanket  liability  on  bonds;  and  (5)  sub- 
ordination of  dominant  fruit  growing  to  general  farming,  with  heavy  decline 
in  farm-land  values. 

A  plan  of  reorganization  was  devised  by  a  banker  who  invited  bondholders 
to  deposit  their  securities  with  a  trustee,  who  should  issue  certificates  of  par- 
ticipatory interest  in  a  trust  fund  at  the  rate  of  45  cents  for  each  dollar  of 
bond  principal,  bearing  6  per  cent  interest,  the  trust  fund  to  consist  of  notes  of 
landowners  in  110  per  cent  of  the  amount  of  their  apportioned  indebtedness, 
secured  by  trust  deeds  on  lands  and  water  rights,  all  bonds  and  coupons  to  be 
canceled  upon  the  fulfillment  of  conditions  by  landowners.  The  author  of  the 
plan  was  to  pay  all  reorganization  expenses  and  to  retain  any  residue  in  the 
trust  fund  after  paying  the  certificates.  The  extra  10  per  cent  on  notes  was 
intended  to  cover  expenses  and  a  reasonable  profit  to  the  promoter.  The  dis- 
trict organization  was  retained. 

All  bonds  were  brought  into  the  pool  and  canceled.  Trust  deeds  were  secured 
on  part  of  the  land,  including  all  the  1,600  acres  of  settled  land,  and  tax  cer- 
tificates on  the  balance.  The  reorganization  was  effected  at  the  start  of  the 
agricultural  depression  following  the  war,  and  the  land-settlement  feature  has 
not  improved.  Consequently,  although  interest  was  paid  on  the  trust  certificates 
for  several  years,  no  part  of  the  principal  has  yet  been  paid.  About  one-fourth 
of  the  lands  have  been  cleared  from  their  trust  deeds,  and  the  others  are  being 
allowed  to  remain  unforeclosed  for  the  time  being. 

This  plan  succeeded  in  reducing  the  debt  to  an  economic  basis  and  in  remov- 
ing the  objectionable  blanket-liability  feature,  and  was  therefore  of  material 
benefit  to  the  community.  It  was  predicated,  however,  upon  continued  im- 
provement and  the  development  of  uncultivated  lands  and  was  badly  retarded 
by  changes  in  the  general  economic  situation.  The  result  is  that  creditors  and 
promoter  have  yet  to  realize  upon  the  undeveloped  lands.  It  is  evident  that 
unless  local  conditions  improve  markedly  in  the  near  future  the  creditors  will 
have  to  take  a  further  loss. 

PROJECT    NO.    8 

A  Carey  Act  construction  company  contracted  to  build  a  project  covering 
22,000  acres,  sold  water  rights  upon  the  entire  acreage,  and  issued  $485,000 
worth  of  bonds  secured  by  purchase-money  contracts  for  water  rights  and  by 
a  first  mortgage  upon  all  irrigation  works  to  be  constructed.  Deferred  pay- 
ments on  contracts  and  all  maintenance  and  operation  assessments  levied  by 
the  company  were  secured  by  a  first  lien  upon  lands  for  which  water  rights 
were  purchased. 

The  water  supply  soon  proved  to  have  been  greatly  overestimated,  and  after 
18  years  of  use  seems  adequate  for  only  3,600  acres,  with  a  possible  increase 
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to  4,000.  Interest  on  bonds  was  paid  for  some  time.  but.  with  recurring  water 
shortages  and  abandonment  of  farms,  was  inevitably  defaulted.  Outstanding 
bonds — reduced  after  eight  years  to  $455,500  through  purchases  by  settlers 
for  use  in  paying  out  water  contracts — were  refunded  by  an  issue  of  some 
$675.000..  divided  into  four  series  because  of  apparent  inability  of  the  project 
to  pay  in  full :  A.  first-mortgage  bonds,  and  B.  income-mortgage  bonds,  in 
substantially  equal  amounts,  50  cents  of  each  to  be  exchanged  for  each  dollar 
of  original'  bonds ;  C,  interest-adjustment  bonds,  which  were  also  income- 
mortgage  bonds,  for  refunding  accrued  unpaid  interest ;  and  D,  a  funding 
income  mortgage  bond  for  taking  up  company  notes  secured  by  a  second  pledge 
of  water  contracts. 

Subsequent  water  shortages  led  to  the  abandonment  of  all  but  2,000  acres, 
practically  complete  financial  demoralization,  and  the  rapid  approach  of  the 
time  when  inability  to  finance  repairs  would  result  in  physical  decay  of  parts 
of  the  main  irrigation  system. 

Recently  a  landowner,  who  had  been  active  in  promoting  the  project,  has 
undertaken,  without  compensation  or  profit,  a  complete  reorganization.  He  is 
endeavoring  to  secure  deposit  of  all  bonds,  and  with  those  of  series  A  is 
about  to  bring  foreclosure  proceedings  against  forfeited  water  contracts  and 
the  system :  agreeing  with  depositing  bondholders,  if  he  becomes  purchaser  at 
foreclosure  sale,  to  resell  all  available  water  rights  at  the  best  price  obtainable 
and  after  paying  costs  of  foreclosure  and  needed  repairs  to  the  irrigation 
system,  to  distribute  the  proceeds  among  depositing  bondholders. 

Water  rights  on  1.600  acres  are  paid  out.  Holders  of  certain  partially  or 
wholly  delinquent  contracts  have  deposited  the  unpaid  balances  in  a  fund  to 
be  paid  to  this  man  in  case  he  becomes  purchaser,  and  which  in  that  event 
will  be  available  for  rehabilitation.  In  the  meantime,  by  inducing  exchanges 
of  water  rights,  making  purchases  where  necessary,  or  by  foreclosure,  he  is 
effecting  an  area  concentration  made  necessary  by  the  reduced  water  supply  and 
scattered  locations  of  cultivated  lands  left  after  abandonment  of  90  per  cent 
of  the  project.  On  completion  of  reorganization,  the  system  is  to  be  turned 
over  to  the  water  users,  as  provided  in  their  contracts. 

Default  of  this  project  was  due  to  one  thing  only — failure  of  the  water  supply. 
The  project  had  been  completely  colonized  with  good  people  and  apparently 
had  the  other  elements  of  success.  The  present  plan,  if  carried  through,  will 
give  the  settlers  their  system,  fully  paid  for,  in  a  good  state  of  repair,  serving 
an  area  as  efficiently  reshaped  as  practicable  considering  existing  improvements, 
and  with  a  water  supply  sufficient  for  the  reduced  area.  A  promising  market 
for  sale  of  additional  water  rights  up  to  capacity  of  the  system,  at  prices  based 
upon  present  economic  tendencies,  is  looked  for  among  neighboring  dry-land 
farmers  acquainted  with  or  capable  of  measuring  local  possibilities.  If  some 
nondepositing  bondholder  or  other  person  should  become  purchaser  at  fore- 
closure sale,  it  is  a  foregone  conclusion  that  he  will  have  to  undertake  effective 
rehabilitation  in  order  to  make  the  water-right  assets  marketable.  Whatever 
the  outcome,  it  is  doubtful  if  bondholders  will  receive  more  than  a  few  cents  on 
the  dollar  of  their  original  investment. 

PROJECT    NO.    9 

A  district  system  was  designed  to  irrigate  70,000  acres,  of  which  the  ulti- 
mately assessed  area  was  about  47,000  acres,  and  to  finance  the  project  $2,080,000 
worth  of  bonds  were  issued  for  surveys,  filings,  and  construction  purposes. 
Interest  for  the  first  few  years  was  disposed  of  under  contract,  first  being  can- 
celed by  the  construction  contractor,  then  paid  in  bonds  or  by  the  underwriting 
bond  brokers.  The  first  interest  levies  made  by  the  district  went  largely 
delinquent  because  troubles  on  the  reservoir  inlet  and  outlet  channels  prevented 
adequate  distribution  of  water  and  consequently  development  of  land.  At  least 
some  landowners  were  financially  responsible  for  their  assessments,  but  the 
local  attitude  seemed  to  be  that  taxes  should  not  be  paid  until  proper  comple- 
tion of  the  system  became  assured.     There  were  three  stages  in  the  refinancing. 

(1)  Representatives  of  the  bondholders'  committee  met  with  district  direc- 
tors and  majority  landowners  and  agreed  to  sell  to  individuals,  at  par,  interest 
coupons  with  which  to  pay  two  years'  interest  assessments ;  the  district  to 
contract  for  needed  repairs  to  make  the  reservoir  workable  and  to  pay 
therefor  in  bonds  or  warrants,  the  bondholders'  committee  to  buy  these  bonds 
or  warrants  from  the  contractors  with  funds  received  from  landowners  in  pay- 
ment  for    coupons.     The    committee    also   prevailed   upon    principal    warrant 
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holders  to  have  only  25  per  cent  of  the  amounts  due  included  in  the  ensuing 
levy,  in  order  not  to  cripple  the  taxpayers.  This  plan  succeeded  in  correcting 
the  reservoir  defects  and  in  making  water  available  to  all  those  ready  to 
receive  it.  It  was  anticipated  that  bondholders  would  suffer  little  or  no 
eventual  loss  of  either  interest  or  principal. 

(2)  Development  proceeded  slowly,  only  about  5,000  acres  having  been 
brought  under  irrigation.  Much  actual  farming  was  under  absentee  ownership, 
and  uncertainty  as  to  individual  or  blanket  character  of  the  district  lien,  with 
possibility  of  losing  all  the  fruits  of  future  investments  in  improving  land  if 
the  obligation  proved  a  blanket  liability,  caused  general  defaults  in  paying 
taxes  at  the  close  of  the  2-year  agreement.  So  bondholders'  and  landowners' 
committees  came  to  a  second  agreement,  executed  by  bondholders'  committee, 
district  directors,  and  individual  landowners,  providing  that  interest  should  be 
remitted  on  deposited  bonds  for  the  ensuing  four  years  in  favor  of  those  land- 
owners who  should  pay  past-due  taxes  and  agree  to  put  their  land  in  cultivation 
according  to  a  progressive  plan,  the  bondholders  to  secure,  if  possible,  a  court 
decree  affirming  individual  liability  on  bonds  and  in  any  event  to  stipulate  that 
payment  on  deposited  bonds  should  be  enforced  individually. 

As  all  bonds  were  not  in  the  agreement  and  as  heavy  warrant  obligations  had 
first  claim  on  maintenance-tax  collections,  the  procedure  was  to  levy  $2.50  per 
acre  for  bond  interest  and  with  consent  of  warrant  holders  $0.50  per  acre  for 
maintenance,  the  bondholders  selling  coupons  at  40  cents  on  the  dollar,  or  $1 
per  acre,  for  payment  of  interest  levies  and  turning  this  $1  back  to  the  district 
for  maintenance  and  operation  purposes,  the  actual  maintenance  levy  thus 
providing  a  deficiency  fund  to  take  up  registered  warrants. 

This  plan  had  the  effect  of  stimulating  development  so  that  when  the  agree- 
ment expired  some  20,000  acres  were  being  irrigated.  Details  of  the  promising 
plan  of  progressive  development,  however,  had  not  been  very  fully  carried  out, 
and  the  project  had  not  yet  attained  the  momentum  expected  of  it. 

(3)  Individual  landowners  started  buying  bonds  at  varying  prices,  some  as 
low  as  40  cents  on  the  dollar,  to  protect  their  lands  against  approaching 
maturities,  and  traded  among  themselves  to  secure  proper  maturities,  this 
leading  eventually  to  formation  of  a  pool  under  control  of  the  landowners'  com- 
mittee including  85  per  cent  of  the  district  lands.  During  the  year  following 
the  expiration  of  the  4-year  agreement  the  bondholders'  committee  agreed  to  sell 
to  the  landowners'  committee  all  deposited  bonds  at  65  cents  on  the  dollar  of 
principal,  one-half  cash  and  the  balance  in  individual  mortgages.  A  loan  com- 
pany with  capital  stock  of  $200,000  subscribed  mainly  by  prominent  land- 
owners and  with  an  original  board  of  directors  consisting  of  the  presidents 
of  five  local  banks  was  formed  to  finance  loans  to  farmers  unable  to  pay  cash. 
The  landowners'  committee  eventually  came  to  control  nearly  all  outstanding 
bonds  and  used  them  in  paying  assessments  against  lands  of  subscribers.  At 
present  the  district  is  a  paid-up  enterprise,  having  retired  99.6  per  cent  of  the 
bond  issue  and  all  outstanding  warrants  and  having  established  a  redemption 
fund  to  take  up  the  few  unlocated  bonds  whenever  presented,  and  with  33,000 
acres  or  more  irrigated.  There  are  no  plans  for  dissolving  the  district,  as 
the  organization  is  locally  popular. 

These  successive  plans  brought  success  to  a  project  which  had  made  a  bad 
start  and  which  was  hampered  by  slow  development.  Refinancing  and  practical 
disposal  of  bond  obligations  were  effected  during  a  period  of  favorable  farming 
conditions,  when  loans  were  procurable  on  easy  terms,  and  might  have  been  far 
less  successful  5  or  10  years  later.  Effective  cooperation  between  bondholders 
and  landowners  had  much  to  do  with  the  successful  working  out  of  the  plan. 
Bondholders  received  less  than  two-thirds  of  their  principal  and  very  little 
interest.  Landowners  of  course  benefited  greatly  by  these  discounts,  but  on 
the  other  hand  found  the  more  rapidly  maturing  farm  mortgages  a  real  hard- 
ship in  the  face  of  the  subsequently  unfavorable  agricultural  situation. 

PROJECT    NO.    10 

A  district  issued  $250,000  worth  of  bonds  to  buy  a  canal  built  by  a  mutual 
company  and  extend  and  enlarge  it  to  cover  about  9,500  acres.  Several  years 
later,  during  and  immediately  after  the  war,  a  second  issue  was  voted  and 
partly  sold  for  reconstructing  portions  of  the  canal  destroyed  by  a  flood,  for 
drainage,  and  for  the  construction  of  a  diversion  dam,  bringing  the  total  bonded 
debt  to  $415,500,  in  addition  to  a  heavy  accumulation  of  warrant  indebtedness. 
Interest  had  previously  been  paid  regularly,  but  a  year  or  so  after  the  ensuing 
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agricultural  depression  set  in  defaults  began.  Specific  reasons  were  as  follows : 
(1)  Landowners  became  involved  in  debt  during  tbe  deflation.  Failure  of  three 
local  banks,  which  were  involved  in  land  in  various  ways,  caused  large  areas 
to  go  delinquent  in  payment  of  taxes  and  seriously  impaired  the  morale  of 
other  landowners.  (2)  The  landowners  felt  that  they  should  not  be  required 
to  carry  all  the  burden  of  deflation,  and  creditors  none.  (3)  Considerable  land 
was  included  in  the  district  that  should  have  been  left  out.  Drainage  troubles 
added  to  the  difficulties. 

The  original  bonded  debt  was  about  $26  per  acre  of  area  assessed,  and  in 
war  times  this  was  increased  to  $44.  The  test  came  when  prices  dropped.  A 
heavy  warrant  indebtedness  difficult  to  dispose  of  was  added,  and  it  was  found 
that  a  reduced  acreage  would  have  to  stand  the  entire  burden  at  figures  beyond 
all  reasonable  estimates  of  normal  capacity  of  the  lands. 

Bondholders  and  landowners  held  successive  conferences  and  after  protracted 
negotiations  came  to  an  agreement,  substantially  as  follows:  As  a  result  of 
careful  determinations  of  the  area  economically  irrigable,  the  assessed  area  was 
reduced  to  7,500  acres.  All  delinquent  taxes  and  tax  debentures,  amounting  to 
about  $150,000,  were  assigned  to  the  creditors'  committee,  who  in  turn  placed 
with  a  trustee  evidences  of  district  indebtedness  aggregating  a  slightly  larger 
amount,  the  committee  undertaking  to  sell  the  tax  debentures  to  local  people 
and  to  turn  back  for  necessary  reconstruction  purposes  the  first  $50,000  realized 
from  their  sale.  On  completion  of  such  program  all  district  indebtedness  is  to 
be  cancelled  except  $350,000  worth  of  bonds,  which  the  committee  plans  to 
dispose  of  and  to  distribute  the  proceeds,  together  with  residue  from  liquidation 
of  tax  debentures,  among  depositing  creditors.  The  district  agreed  to  enforce 
strictly,  within  limitations  set  by  statute,  and  so  long  as  present  bonds  remain 
outstanding,  a  rule  that  no  water  shall  be  delivered  to  delinquent  landowners. 
This  is  considered  to  be  an  important  feature  of  the  reorganization,  inasmuch 
as  many  defaults  on  farmed  land  would  probably  not  have  occurred  if  water 
had  been  withheld. 

In  1928  the  plan  was  in  its  first  year  of  operation.  Sufficient  money  had  been 
realized  from  sale  of  debentures  to  landowners  and  mortgagees  to  assure  at 
least  some  early  reconstruction  work.  The  creditors'  committee  controls  ap- 
proximately 95  per  cent  of  outstanding  securities,  some  of  the  warrants  having 
been  deposited  and  some  purchased  outright.  Most  of  the  land  is  in  cultiva- 
tion, but  large  holdings  present  something  of  a  problem  in  efficient  irrigation 
farming.  The  outside  estimate  of  the  creditors'  engineer  was  an  ultimate  debt 
of  $50  per  acre,  while  the  landowners  at  first  held  out  for  $35.  The  net  result 
of  the  transaction  was  a  $47  debt.  Had  the  district  been  reorganized  on  a 
purely  engineering  basis,  drainage  would  have  been  provided  to  restore  the 
seeped  lands  and  increase  the  assessable  area.  There  was  no  disposition  on  the 
part  of  creditors,  however,  to  contribute  more  money  than  necessary  to  rehabili- 
tate the  system  for  the  present  irrigable  area,  so  that  desirability  of  an 
increase  in  area  due  to  reclamation  of  seeped  lands  is  a  matter  for  future 
discussion. 

PROJECT   NO.    11 

A  pumping  project  built  under  the  provisions  of  the  Carey  Act  was  reor- 
ganized as  an  irrigation  district  primarily  to  sell  bonds  for  correcting  serious 
drainage  troubles  that  developed  after  construction  was  completed.  The  proj- 
ect includes  8,000  acres,  with  some  6,500  acres  actually  tillable  and  5,000 
acres  now  irrigated,  mostly  in  alfalfa.  The  district  issued  $300,000  bonds, 
half  for  purchase  of  the  irrigation  system  and  half  for  drainage.  Mortgages 
averaging  more  than  the  average  per-acre  bonded  indebtedness  were  outstand- 
ing on  fully  50  per  cent  of  the  area.  Heavy  operation  costs  resulting  from 
high  pumping  lifts ;  marketing  difficulties ;  and  delinquencies  on  marginal 
lands  incident  to  the  post-war  depression,  led  to  defaults  in  interest  payments, 
aggravated  by  resentment  of  wealthier  landowners  over  the  general-liability 
feature  of  district  assessments  and  their  determination  not  to  pay  taxes  on 
lands  other  than  their  own.  Offers  and  counter  offers  to  buy  in  and  cancel 
the  entire  bond  issue  resulted  in  a  deadlock ;  whereupon  the  bondholders 
decided  to  pursue  their  legal  remedies. 

After  a  careful  investigation  of  local  farming  possibilities,  a  corporation  was 
formed  which  all  bondholders  were  invited  to  join.  Depositors  of  each  $1,000 
bond  receive  common  stock  of  $250  par  value,  and  to  provide  a  large  working 
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capital,  are  required  in  addition  to  pay  $200  in  cash,  for  which  they  receive 
preferred  stock  of  $200  par  value,  entitled  to  7  per  cent  dividends.  The  com- 
pany secured  some  offers  to  buy  bonds  from  nondepositors  at  25  cents  on  the 
dollar,  but  made  no  firm  offer  to  buy  bonds  at  any  figure. 

This  company  started  operations  by  bidding  in  good  pieces  of  district  land 
at  delinquent-tax  sale.  It  has  already  acquired  637  acres  and  has  placed  an 
experienced  ranch  foreman  on  the  ground  to  supervise  fanning  operations  on 
all  property  acquired  in  this  way.  With  the  cash  provided  by  depositing 
bondholders  it  is  planned  to  acquire  additional  tracts  of  good  property  as  they 
go  delinquent  and  thus  create  a  situation  which  will  ultimately  compel  pay- 
ment of  assessments  by  landowners  who  wish  to  retain  their  lands. 

This  plan  differs  from  most  of  those  under  consideration  in  forcing  land- 
owners to  an  issue — a  thing  irrigation  project  creditors  often  threaten  to  do,  but 
usually  avoid  if  possible,  owing  to  manifest  difficulties  involved  in  taking  over 
and  farming  or  colonizing  delinquent  land.  Unless  further  negotiations  should 
result  in  a  general  debt  settlement,  the  success  of  this  present  plan  will  depend 
primarily  upon  ability  of  the  bondholders'  corporation  to  farm  the  land  properly 
and  profitably  where  others  have  failed.  If  followed  out  successfully  to  its 
logical  conclusion,  most  of  the  district  lands  should  eventually  be  paying  assess- 
ments and  a  substantial  recovery  should  be  assured  on  the  district  bonds. 

PROJECT    NO.    12 

A  district  of  4,800  acres  was  formed  to  take  over,  without  compensation, 
ownership  and  control  of  an  irrigation  system  which  had  been  built  in  con- 
nection with  a  land-selling  enterprise  and  had  proved  a  financial  failure.  A 
bond  issue  of  $450,000 — predicated  upon  orchard  possibilities — was  voted  for 
reconstruction  and  extensions,  of  which  $117,100  was  sold  for  completion  of  the 
system  over  a  portion  of  the  district  area  and  $148,900  was  exchanged  several 
years  later  for  further  reconstruction  and  replacement  of  flumes  which  had 
been  rapidly  deteriorating.  Interest  had  been  paid  regularly  on  the  first  bonds 
sold ;  but  complications  attending  both  levy  and  collection  of  taxes  for  the 
year  in  which  the  second  group  was  disposed  of  left  the  district  with  insuffi- 
cient funds  to  pay  maturing  interest  coupons;  and  during  the  following  year 
troubles  were  increased  by  delinquencies  on  uncultivated  lands  and  by  avoidable 
delinquencies  incurred  by  some  landowners  owing  to  uncertainties  of  the 
situation.     The  prospect  of  further  development  was  of  course  greatly  impaired. 

To  settle  uncultivated  lands,  cure  delinquencies,  and  get  the  district  back  on 
an  interest-paying  basis,  the  creditors  formed  a  committee,  on  which  bond- 
holders, warrant  holders,  and  landowners  were  represented,  for  administration 
of  a  fund  to  which  depositing  bondholders  subscribed  5  per  cent  of  the  par 
value  of  their  bonds,  warrant  holders  15  per  cent  of  par,  and  landowners  or 
others  such  amounts  as  were  agreed  upon  with  the  committee,  and  which  in  the 
committee's  discretion  could  be  augmented  by  part  of  the  proceeds  of  collec- 
tions on  deposited  interest  coupons.  The  committee  could  exercise  no  control 
over  deposited  bonds  without  the  consent  of  90  per  cent  of  the  depositors,  its 
functions  being  to  purchase  certificates  of  delinquency  and  tax  titles,  improve 
lands  so  acquired,  loan  money  to  new  settlers,  pursue  legal  remedies  for 
enforcing  interest  collections,  and  take  other  measures  directed  toward  liquidat- 
ing its  investments  and  improving  the  district's  financial  condition. 

The  committee's  first  efforts  resulted  in  the  payment  of  past-due  coupons.  A 
colonization  program  was  initiated  with  great  promise.  Local  antagonisms 
developed,  however,  and  the.  farming  season  was  bad.  The  result  was  that 
relatively  few  new  settlers  were  placed.  At  present  the  plan  is  in  abeyance, 
the  expectation  being  that  it  will  be  resumed  at  the  earliest  favorable 
opportunity. 

It  is  to  be  observed  that  this  was  a  curative  plan,  rather  than  one  of  debt 
settlement,  and  that  it  was  based  upon  the  expectation  that  relatively  small 
expenditures  would  straighten  out  delinquencies  on  improved  farm  lands  and 
make  the  district  an  attractive  colonization  proposition.  Whether  such  meas- 
ures will  eventually  correct  the  basic  trouble,  or  whether  drastic  action  and 
possibly  some  reduction  of  indebtedness  will  become  necessary,  will  depend 
primarily  upon  building  up  a  new  spirit  of  local  cooperation  and  securing  a 
large  number  of  additional  settlers  within  a  few  years,  and  the  favorableness 
of  agricultural  conditions. 
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PROJECT   NO.    13 

A  district  covering  an  area  of  some  18,000  acres  issued  $740,000  worth  of 
bonds  to  purchase,  improve,  and  extend  a  public-utility  water  system  then 
serving  about  1,700  acres  of  cultivated  land,  much  of  which  was  in  orchard 
and  small  fruits.  The  system  was  leased  from  the  company  for  a  year  or  so 
and  then  bought  outright  for  about  $90,000,  the  balance  of  bond  proceeds 
being  used  for  construction  of  a  reservoir,  tunnel,  and  other  works  at  the  close 
of  and  immediately  following  the  war.  About  85  per  cent  of  the  district  lands 
were  held  by  nonresidents — people  who  had  acquired  them  through  inheri- 
tance or  homesteading,  and  to  whom  the  district  assessments  seemed  so  out  of 
proportion  to  the  value  of  their  investments  that  they  generally  refused  to 
pay  them. 

Delinquencies  mounted  steadily  from  17.2  per  cent  of  the  acreage  in  the 
first  year  of  operation  to  74.8  per  cent  in  the  sixth  year.  War  prices  and  the 
post-war  slump  in  agriculture  made  the  situation  worse,  with  the  result  that 
new  people  would  not  come  in  when  they  learned  of  the  delinquent  list  and 
many  who  were  there  abandoned  their  holdings,  leaving  the  net  irrigated 
acreage  slightly  less  than  it  had  been  under  the  old  water  company.  Needless 
to  say,  interest  on  bonds  was  soon  defaulted.  A  reorganization  committee  was 
vested  with  the  control  of  most  of  the  bonds,  none  of  which  had  yet  fallen 
due,  and  formulated  a  plan  along  the  following  lines : 

The  district  was  to  be  dissolved  and  all  its  assets  transferred  to  the  bond- 
holders, who  were  to  assume  payment  of  all  indebtedness  except  bond  principal, 
namely,  registered  interest  coupons  and  registered  warrants.  Two  corpora- 
tions, namely  a  public-utility  water  company  and  a  land  company,  were  to  be 
organized. 

(1)  A  public-utility  water  company,  for  ownership  and  operation  of  the 
irrigation  system  and  distribution  of  water  to  landowners  both  within  and 
without  the  district  boundaries  at  rates  fixed  by  the  State  commission  for 
regulation  of  public  utilities.  Capitalization  was  set  at  $1,120,000,  consisting  of 
$795,000  of  class  A  stock,  eventually  to  be  retired,  and  $325,000  of  class  B  stock, 
having  all  the  voting  power.  Of  class  A  stock  $740,000  was  to  be  issued  to 
bondholders  in  exchange  for  the  $740,000  of  bonds,  and  $55,000  was  for  defray- 
ing reorganization  expenses ;  and  of  class  B  stock,  $159,000  was  to  be  issued 
to  holders  of  class  A  stock  in  a  ratio  of  1  to  5,  $157,200  was  to  be  held  in  trust 
for  landowners,  and  $8,800  was  to  be  held  in  the  treasury  for  contingencies  and 
for  eventually  equalizing  the  stock  holdings  between  bondholders  and  land- 
owners. 

The  water  company  was  to  be  decreed  a  lien  of  $60  per  acre  on  first  and 
second  grade  lands,  covering  some  72  per  cent  of  the  district,  payable  $2  per 
acre  annually  over  a  period  of  30  years,  without  interest,  landowners  to  receive 
$12  par  value  of  class  B  stock  per  acre  upon  final  payment  of  the  decreed  lien. 
The  water  company  was  to  purchase  and  retire  all  class  A  stock  at  93  per  cent 
of  par  with  proceeds  of  payment  of  the  decreed  lien,  applying  the  payments  in 
the  form  of  30  dividends  upon  the  stock,  the  other  7  per  cent  of  par  thus 
going  into  the  $55,000  stock  set  up  for  reorganization  expenses. 

(2)  A  land  company,  to  acquire  title  to  delinquent  lands  and  dispose  of  them 
subject  to  the  $60  lien  upon  first  and  second  grade  lands,  and  out  of  the  proceeds 
to  pay  registered  interest  coupons  and  warrants.  This  is  purely  a  liquidating 
company,  capitalized  at  $159,000,  stock  being  issued  to  holders  of  water-company 
class  A  stock  at  the  rate  of  one  share  to  five  water-company  shares. 

All  but  $16,500  worth  of  bonds  came  into  the  agreement.  The  decree  of  dis- 
solution of  the  district  made  provision  for  their  payment  by  requiring  a  sinking 
fund  to  be  set  aside  from  collections  of  the  $60-per-acre  lien,  and  by  requiring 
the  water  company  to  pay  interest  on  the  bonds  when  due.  The  land  company 
issued  certificates  of  indebtedness,  totaling  about  $108,000,  bearing  7  per  cent 
interest,  to  take  up  most  of  the  registered  warrants  and  coupons,  and  has 
perfected  title  to  more  than  13,000  acres  of  delinquent  lands.  Operations  are 
well  under  way,  and  some  definite  progress  has  been  made  toward  the  coloniza- 
tion and  development  of  first  and  second  grade  lands ;  and  it  is  hoped  that  third- 
grade  lands  can  be  disposed  of  for  gold-dredging  purposes.  In  the  meantime  the 
land  company  is  carrying  a  heavy  interest  load,  increased  by  long  delays  in 
perfecting  title  to  the  delinquent  lands,  and  the  water  company  is  operating  at 
a  loss  on  account  of  the  small  acreage  on  which  water  is  being  used. 

The  net  result  of  this  plan  is  that  holders  of  98  per  cent  of  the  bonds  have 
exchanged  them,  dollar  for  dollar,  for  securities  payable  from  liens  decreed 
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against  the  agricultural  lands,  and  as  compensation  for  forgiving  interest  over 
a  period  of  30  years,  have  accepted  one-half  interest  forever  in  the  irrigation 
system ;  nonconsenting  creditors  are  provided  for ;  unpaid  debts  have  been 
assumed  by  bondholders  and  are  to  be  liquidated  from  proceeds  of  disposal 
of  delinquent  lands  ;  and  owners  of  cultivated  lands  have  been  given  encourage- 
ment to  pay  out  their  indebtedness.  In  other  words,  as  there  appeared  no 
immediate  prospect  of  unloading  completely,  the  bondholders  adopted  the 
alternative  of  taking  over  the  plant  and  building  up  a  market  for  its  product, 
with  machinery  designed  to  operate  over  the  reconstruction  period  with  sufficient 
flexibility  to  sustain  considerable  loss  without  breaking  down,  and  on  the  other 
hand  to  return  a  profit  if  development  proves  successful. 

The  situation  is  not  yet  old  enough  to  justify  conclusions  as  to  its  success. 
It  is  locally  considered  that  the  annual  payment  of  $2  per  acre  on  the  decreed 
lien,  plus  the  minimum  water  rate  of  $5  per  acre  on  cultivated  lands,  is  within 
the  productive  capacity  of  the  first  two  grades  of  land.  If,  then,  the  irrigated 
acreage  can  be  increased  materially  in  the  next  few  years  to  a  point  at  which 
the  water  company  can  be  made  self-sustaining  and  certificates  of  indebtedness 
of  the  land  company  materially  reduced,  the  former  bondholders  may  be  well 
on  their  way  to  realizing  on  their  investment.  Should  development  lag  too 
greatly,  however,  they  as  stockholders  of  the  two  corporations  may  be  required 
to  make  advances  in  the  form  of  stock  assessments  to  pay  off  part  of  the 
certificates  or  to  make  up  deficits  incurred  in  operating  the  irrigation  system. 
Granted  that  payments  required  from  cultivated  lands  are  economically  feasible, 
the  key  to  the  situation  apparently  lies  in  rapid  development  of  the  large  bulk 
of  uncultivated  land. 
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